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PREFACE 


This sn all bool on I usiness methods deaU w ih the 
Important aspects of bu«iness orgaoization and management 
Here n the major topics ha\e been discussed in the form 
of questions arranged subject wise It comprises the v,l ole 
course prescribed for Intermediate examination of AUaTia 
bal and Ajmer Ralpu ana Boards I ha\e tried to give 
out a piciure of the \arous fotms of busine«see,nlieir 
management and office routine in a nutshell eo tlHt the 
student ma> have a ready and ea«y grasp of the subject 

Jly deepest thanks are due to Prof Rup Ram Gupta 
M A , B Com Head of tl e Commerce DepartnJeni 
John s College Agra for h « valuable s\iggestiop*f and 
guidance and ro Mr T N A B Com LecHirer 

in Commerce, S R H College Firozabad 1 4ial! feel 
highlj rewarded if the book proves useful to those for 
whom it IS Intended 

Commerce Department 
B R College Agra 
Ut Dec , 1942 



CONTENTS 

CllJV 

1 ESTABLISHMENT OF A BUSINESS 

2 1 yPES OF BUSINESS HOUSES 

Sole Trader, Partnership and Joint 
Stock Company 

^ 'NEGOTIABLE 1NSTRU\1ENTS 3; 

Banka and their fuactiona. Cheque 
and (ts endorsement. Bill of Exchange, 

Liabilities of the various parties of a 
bill, Hundies etc 

4 ' HOME TRADE * 

Wholesale and retail trade, Ftmctions 
} of ivholesalers and retulers Procedure 
^ of ‘Hftosii.tis;, bH tad. Methods to 
isccure payment of an overdue account. 

5 I'fjHElGN IKADE '' 

’ 1 > pes of b'niPess hoii*e< engaged in 
the export trade, importing and e\ 
porting 

6. INVOIC^^ND ACCOUNTJSIL'CS 

7. ''insurance f 

General, LifSTVFire and marine 
insurance I 

S. OFI ICE ROUIINE 153 

Filing, Copying and Mulliplying, Post 
OBice Savings Bank. 



FOREIGN TRADE 

(IMPORTING AND EXPORTING) 

Q 54 Give the Types of Business Houses engaged 
in the Export Trade of India and point out briefly the 
defects in each (1935 U P) 

Ans Types of Business Houses engaged in 
Elxport Trade of India 

I Manufacturers — 

These manufacturers obtain orders from customers 
abroad and despatch goods direct or through a for 
warding agent In India there are certain manufac 
turers like Cotton Mills of Bombay Calcutta Madras 
Jute Mills of Bengal Lalimh and Dhatiwal Mills who 
receive orders direct from abroad 

Defects —These manufacturers when doing direct 
business cannot put in their best attention as they 
have to look towards the manufacturing of the things 
as well Besides they cannot be expert m the art of 
selling and thus efficient business cannot be transacted 
When they receive direct orders it generally causes 
delay m the despatch of goods which may lead to a 
consequent loss of business Hence they have to 
engage the services of certain forwarding agents 

2 Export firms and Merchaiits — 

These merchants supply their customers abroad 
with goods which they themselves purchase from 
various manufacturers These firms are a few in 
numbers and are usually of good standing 

6 81 
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and thus deprive the producet ct n ( the 
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consumption and in most cases on 

importing 

from England , .^polling of 

Ans Indent -Th^ ‘’"'“''Ulet for goods with a 

noods IS to place an indent oiot „poinng *™ 
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of the goods ordered In it are the mode of 
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Indent Honses These Indent __ .„d 
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requirements are small or whose credit is low and 
who are ignorant of the names and addresses of the 
goods they need Such Indent Houses are largely 
found in port towns of Bombay, Karachi, Calcutta 
and Madras They receive orders from various small 
dealers and place a large order to the manufacturer 
out of which they supply the need o! the local 
dealers 

. On receipt of the indent the agent will procure the 
goods from the manufacturer and will arrange for 
their shipment On each package a distinction mark 
its number and port of destination will be stamped 
When the goods are ready for shipment the Ser- 
vices of the forwarding agent will be utilized {The 
forwarding agent will go through various custom 
formalities He will obtain three copies of Bill of 
Lading from the Shipping compay and will effect 
insurance Having secured the Bill of Lading which 
a Contract, of Afirerghtment and the maniance 
policy, the exporter will prepare the invoice Three 
copies of the invoice will be prepared to be sent with 
three copies of B L A certificate of Origin wily be 
obtained which will help in the imposition of import 
duties All these documents will be sent to the 
importer with a letter of advice Generally/these 
documents will be sent through an exchange bank 
with instructions that the documents are to be deliver 
ed to the importer either on acceptance of the draft 
or on payment of the bill 


Securing Delivery of the Goods —The importer on 
receipt of the letter of advice relatingicj the shipment 
will arrange to obtain these documeifts from the bank 
The bank through which these documents have been 
sent, will deliver the documen^ff^to the importer either 
ori acceptance or on payment of the (Jocumentary 
bill according to the instructions received from the 
exporter 


Clearing the Goods —The importer on receipt of 
these documents will require the services of the 
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Clearing agent and thus will endorse these documents 
in favour of the clearing agent at the port The agent 
will then go through the following formalities 

(t) Endorsement of Delivery — On arrival of the 
ship he will procure from the local agent of rhe ship- 
ping company an endorsement for delive-y on the 
B L The Bill of Lading will be endorsed after the 
agent of the shipping company has recovered freight 
if It was not paid by the exporter 

Bill of Entry — Then he will fill up a Customs 
Bill or Entry on the basis of which customs authorities 
will assess import duty This form is prepared m 
triplicate and contains all information regarding the 
value quantity and description of the goods The 
Bill of Entry forms are mepared in different inks one 
m black the other m blue and the third tn violet 
(it) Bill of Sight — When the importer or his 
agent has no definite information about the descrip- 
tion quantity and value of the goods he has to fillup 
a statement called Bill of Sight This will contain a 
declaration by tl e importer ct his agent to the effect 
that he is not able to describe the goods fully In 
such cases goods will be examined in the presence of 
a customs officer and then ascertained _whether they 
ate dutiable or not ^ ^ 

fivj Application to Import! — (Dock Chalan) In 
addition to Bill of Entry, the agent has to fill another 
form called Application to Import This is prepared 
in duplicate and is presented at the Landing and 
Shipping Office In this office a charge is made on all 
goods imported in the country represent«ng the pay- 
ment for the services rendered by the Dock Authori 
ties in connection with the landing of the goods 

On payment of the landing charges erne copy of 
the Application to Import is returned to the importer 
or his agent who then presents the same together 
with three copies of the Bill of Entry at the customs 
house The customs house aftercarefully examining 



FOREIGN TRADE 


85 


tlie form will levy duties winch the importer must pay 
before he can be allowed to take away the goods 
If the goods are ‘Free Goods* they will be allowed 
to pass without the payment of any duty 

Survey and Warehousing — ^When the goods are 
landed, the cleariifg agent will examine ihe goods 
and if he finds them to be damaged he will report m 
writing to the agent of the vessel who will then 
arrange for a survey 


If the importer is not in the immediate need of the 
good^ imported by him and has no godown of his 
own, or has the intention of re exporting them ^he 
may keep them in a Bonded warehouse for \vhich 
application is to be made to the cutoms authorities 
Then the goods will be warehoused from where they 
cannot be removed until the duty is paid These are 
special warehouses owned by the government The 
goods warehoused he under the supervision of cus- 
toms authorities and rent is charged for the use of 
these warehouses When the goods are warehoused, 
a receipt is issued known as Dock Warrant or Ware- 
house Certificate It bears a stamp and can be trans- 
ferred by endorsement and delivery < 


Despatch of the goods to the importer If the 

goods are not warehoused, delivery will be obtained 
and then they will be despatched to the importer at 
Ajmer The agent will then send the Railway 
Receipt together with a copy of Bill of Entry Appli- 
cation to Import and a bill of his own charges 

The importer on receipt of R/R-CIll Arrange to 
^ke delivery oHhe goods after paying freight and 
Uctroi duty 1 he importer may then send a cheque 
to the clearing agent m settlement of his dues 


Q 56 Describe noticing the Relevent Commercial 
Documents the Importation of « dutiable commodity 
which passes through a Bonded Warehouse in the 
process . p 1934 ) 
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Ans Refer to the answer to Question No 54. 

Q 57. An Agra mercbant desires to import some 
sewing machines from Germany ? State the procedure 
he must foHow in order to secure these goods 

(U. P. 1933) 

Ans See Question No. 55. 


Q 58 The Bharat Engineering Company of Cawn* 
pore have imported some machinery from a firm in 
England Explain the procedure that will have to be 
followed by the importing firm to take delivery of the 
goods 

AnS. Refer to question No. 55 


Q 59 A merchant in Delhi wishes to import cer* 
tiin goods from Germany Explain briefly the pro* 
cedure that he should follow (R. B 1938) 

Ans Refer to question No 55. 


Q 60 You have imported dutiable goods from 
Japan of the value of Rs SOOOO The amount of duty 
to be paid is Rs 20000 You have not enough cash to 
honour the draft and to pay the duty. Clearly 
plain how would you complete the 
take delivery of the goods (U * ■ 19^®) 

Ans When we do not have sufficient amount to 
honour the draft, we can approach an exchange 
bank and request the bank to honour jhe draft 
on our behalf -on the security of the shipping j 
ments which will be endorsed m favour ot the 
bank Certain amount may also be paid m cash by 
way of margin. TTie bank will then arrange to take 
delivery of the goods and to get it deposited in a 
Bonded warehouse A'^bonded warehouse is a 
go-down maintained by the government where goods 
may be kept if the importer does not have sufficient 
money to pay the duty or if he does not want to pay 
the duties till the goods axe sold For this purpose 



FOREIGN TRADE 


87 


an application will be made to the customs autbori- 
tjes and the goods will be warehoused in the super- 
vision ol the customs officer 

In the meantime money can be obtained by 
selling the goods on the basis of the receipt or the 
Bonded warehpuse Certificate obtained from the 
customs authorities This certificate can be trans 
ferred by endoisement and delivery and money may 
be obtained and transaction may be settled 

Q 61 A Delhi Merchant orders some goods from 
Liverpool The goods are supplied to Bombay and 
the shipper draws on the Delhi Merchant at 30 d s D/A, 
through the National Bank of India Ltd Delhi Make 
out a list of the various charges which the Delhi Mer- 
chant will have to bear in addition to F O B Liverpool 
price before the goods are received by him Also name 
the principal documents which will be used in tRe 
transaction 

Ans Charges in addition to Liverpool FOB 
price i— 

1 Freight —As the price is F O B (Free on 

Board) it does not include freight Thus freight for 
the transport of the goods from Liverpool to Bombay 
will be paid to the shipping company t. 

2 Marine Insurance — as the goods are not in 
sured by the exporter the Delhi merchant will effect 
insurance and will be required to pay insumnce pre 
mium to the insurance company 

3 Import duty —If the goods are not free of duty, 
the importer will be required to pay import duty 
levied by customs authorities at the port 

4. Dock charges —this includes all the charges 
due to dock authorities and must be paid before the 
goods can be removed from the docks 

Carnage —from the dock to the railway sta- 
tion must also be paid 
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6 Commission — of tHe dealing agent for clear- 
ing the goods will also be paid 

7 Railway freight — from Bombay to Delhi will 
also be paid 

8 Octroi charges — these are duties levied by 
municipalities on goods brought within the municipal 
area 

9 Carriage — from Delhi Station to the impor- 
ter s go-down 

Principal documents to be used- — 

1 Indent! — It is an order which will be sent 
by the importer to the foreign exporter on the basis 
of which goods will be sent 

• 2 The Bill of Lading Insurance policy and the 
uport Invoice will be obtained from the National 
Bank of India Delhi Branch on acceptance of the 

D/A bill 

3 Bill of Lading and the Insurance policy will be 
«ent to the clearing agent at Bombay duly endorsed 
m his favour He will fill in a customs house form in 
triplicate This form is known as Bill of Entry This 
Will contain all infoTmation regarding the quanti^, 
value and description of the goods and will form the 
basis of import duty 

, Doth Chalaa or an Application to Import will 

be filled m which will form the basis fo the pay- 
ment of dock^chatges Bill of Lading duly endorsed 
will be surrendered fo the dock authorities 

^ If the goods are waiehoused in a Bonded warn 
house a Dock Warrant shall be issued by the 
cumtoms authorities It will form the receipt or the 
goods at bonded warehouse 

6 When goods will be sent from Bornbay to 
Delhi by rail, a Consignment Note shall be filled m 
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containing the particulars of the goods, name and 
address of both the consignor and consignee arwl 
■whether freight is paid or w to be paid It the goods 
are sent on owner’s risk a Risk Note shall also be 
filled m, 

7. Then the railway company will grant a Rail- 
way Receipt It IS an acknowledgement of the 
receipt of the goods by tbe company and lays down 
the conditions on which the railway authorities agree 
to carry the goods Thus it is a contract of affreight- 
ment 

8 Octroi chalan — ^When octroi duty has been 
paid an octroi chalan shall be issued by the octroi 
authorities 

EXPORTING 

Q 62. Anant Ram of Ahmedabad Exports 60 Bales 
«{ cotton to a firm in Manchester Describe briefly 
the procedure he will follow m exporting goods and 
enumerate the principal documents that will be used 
U the course of the'transacbon 

(1937 U P 1930 U P) 

Receipt of Indent — After the settlement of the 
terms regarding the price etc an indent will bO) re- 
ceived by Anant Ram It IS an order for the goods 
and contains all information regarding the quality 
and quantity of tb* goods, mode of packing and 
making time of shipment, price in<urance and me- 
thod of payment The exporter is required to take, 
proper care in complying with the terms mentioned 
in the indent ^ 

Then the goods will be packed and marked ac- 
cording to the instructions given in the indent Par- 
ticular attention -will be given to packing as shipping 
companies charge freight based not merely on the 
weight of the cargo but upon measurement and 
weight combined Thus the maximum quantity of 
goods consistent with safety must be packed m the 
minimum of space. 
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Seoding the goods to the forwarding agent — As 
the exporter resides in an inland town it will be con 
venient if the goods are sent to the forwarding agent 
When a forwarding agent is appointed all the neces 
sary formalities will be gone through by him The 
Railway Receipt duly endorsed will be sent to the 
agent who will take dehvery of the goods from the 
railway company 

Securing Freight and Shipping Order — When 
goods have beer' received by the forwarding agent 
arrangement will be made for their shipping through 
a steamship company This is technically known as 
‘Securing Freight Phis is generally done through 
freight brokets The steamship company after 
agreeing to carry the goods at a. certain rate issues a 
Shipping Order This is an order to the captain of 
the ship asking Kim to receive on board the goods 
from the patty mentioned m the Shipping Order 

Customs Formalities —When the freight has been 
secured the <»gent will go through certain customs 
formalities A Shipping Bill in triplicate will be filled 
in mentioning the Quantity description and value of 
the goods to be shipped port of destination and so 
on This form will be obtained from the customs 
house 

Another form to be obtained from the Landing 
and Shipping Dues Office known as Application to 
'Export or Dock chalan will also be filled m duplicate 
These two forms will be presented to the Shipping 
and Landing /dues Office and the shipping 

presenting the payment for the services of the dock 
authbrties will be paid 

The three copies of Shipping Bill and one copy of 
Applical on to Export will be returned to the for 
warding agent Then these forms will be presented 
■to the customs collector Customs authorities will 
make necessary entries in the customs xegist-r 
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Bill of Lading — The mate's receipt will be ex- 
changed for Bill of Lading from the shipping com- 
pany s office It will be signed by the captain of the 
ship Any remark appearing in mate’s receipt will 
also appear m the BiU of Lading B L forms the 
Contract of Affreightment and lay down the terms 
and conditions on which the shipping company 
agrees to carry the goods of the exporter It is a 
document of title and can be transferred by endorse- 
ment and delivery 

Insurance — If the marine insurance is to be effec- 
ted by the exporter, the goods will be insured by the 
forwarding agent against risks at sea before their 
despatch He wdi obtain the insurance policy. 
Large exporters who have to ship several consign- 
ments during the year, generally take out an ‘Open 
Marine Policy’ and as consignment is being shipped^ 
the exporter instructs the insurance company to- 
cover the risk under that policy and issue the 
necessary certificates of msutance 

Certificate of origin <*-Owmg to special trade 
agreements between certain countries goods going 
from one friendly country to another generally 
receive preferential treatment iq respect of import 
duties Therefore it is to be proved that the goods 
are the genuine product of the exporting country on 
whose goods a preferential treatment has been 
claimed To prove this a certificate of origin is 
needed, showing the name of the country in which, 
the goods have been manufactured 

This certificate will therefore be obtained by the 
exporter or his agent to be sent to the importer so 
as to enable him to get an advantage of the pre- 
ference m duties. In India preferential duties are 
levied on the goods manufactured m England and 
Colinies 

Advice note and Invoice The agent will preare- 
the advice note He will also prepare a bill of 
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ejc^enses and commission and will send it to the 
exporter together with various documents viz B/L, 
Marine Insurance Policy copy of the shipping bill, 
Application to Export and Certificate of origin 

Then the exporter will prepare the Export Invoice 
giving the name of the vessel marks and number of 
cases together with the price of the goods The 
question of charges incurred and the prices of the 
goods to be entered m the invoice depends chiefly 
upon the terms on which the goods have been sold 
If the goods have been sold on C 1 F basis the in 
voice IS not to contain any refere ice as to insurance, 
freight and other charges paid by the exporter How- 
ever if the goods are sold on F O B basis the invoice 
will contain not only a detail description of the goods 
and their value but also the charges m connection 
with freight insurance etc which will be shown 
separately The invoice is made in triplicate 

Securing payment — Payment can be obtained in 
.^either of the following ways but the last two are more 
preferable and generally found m practice 

1 The exporter may draw a Sill of Exchange 
attaching the necessary docurnents viz Invoice n 1- 
Insurance Policy Certificate of origin eo and may 
send them through an exchange bank which may be 
asked to deliver the decuments either on acceptance 
of the bill m which case the bill will b* termed as 
D/A (documents against acceptance) or on payment 

•whemtwin be termed as D/P (documents against 
paymenll 

Under this method the exporter has to wmt for a 
longer time after shipping the goods as the bank wiil 
credit him only when it has realized the proceeds 
Thus his capital is locked up for a long time 

2 In the second method the exporter discourits 
his bill with an exchange bank having a branch in the 
Importer s country For this purpose the exporwr 
gives a letter of hypothecation which authorizes the 
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to sell the goods and reimburse herself in case 
the bill IS dishonoured by the importer If the sale 
reiSes an amount l«s than the 

the exporter holds himself responsible for the dit 
ference 

3 Here A- ejpotler asks the importer t° “P™ a 
a Letter oi Credit in favour of the exporter For this 
?he importer approaches the banker nr h.s own conn 
Irfans ohtarn? a letter M crerlil rn favour of he 
eiiorter This Letter of Credit will make a spec fie 
prSvisien that the credit is to >>« 27 =" ■’"'y 
teims laid down in this letter and also for the neces 
sary documents like B L rnaurance policy etc 

Thus the expotter 00 the basis of this Letter of 
Credit can obtain immediate payment after handing 
the various documents to the bank It is this 
method that is most popular 

Q 63 Ram Mohan & Co Bombay Exports a con- 

sianm-nt of cotton to Edward & Co Liverpool Give^ 
the procedure of Exportation and enumarate'the docu 
ments used in the transaction (1938 UP) 

Ans The same procedure as laid down m ques 
non number 62 will be followed But here as Ram 
Mohan fit Co reside m Bombay they may not appoint 
a forwarding agent and may perform all the work 
themselves But m all probability they will also 
enea-^e the services of the forwarding agent who is 
more^in touch with the necessary formalities and 
customs authorities and may finish up work more 
easily and quickly Besides Ram Mohan & Co will 
not employ the services of the railway company as 
the goods will be directly catted from the exporter s 
warehouse to the docks 

Q 64 Define a bill of lading What Functions does 
it fulfiU ’ Describe the characteristics of a negotiable 
instrument m such a way as to make it clear how if at 
S; a B/L fans short of being one (1937 U P, 1940 R B. 
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Ans Definition of a bill of lading — It is an 
acknowledgement of the goods received by the com* 
pany to be carried to some foreign country It forms 
the basis of contract between the shipping company 
and the consignor and lays down the terms on which 
the shipping company agrees to carry the goods It 
gives the quality, quantity and the conditions of the 
goods the marks and number of packages, the naipe 
of the shipper, the name of the consignee the name 
of the ship and its master and also the freight and 
whether paid or to be paid It is generally made out 
in sets of three, each of which requires a stamp Two 
copies are usual’y sent to the consignee by different 
mails so that if the first is lost in transit the other 
may be delivered to him in t.me 

For further details refer to question number 62, 

Functions — 

* 1. It forms a receipt of goods by the shipping 
company 

2 It 18 a contract of affreightment and lays down 
the conditions on which the shipping company un 
deitakes to carry the goods of the consignor to i s 
port of destination 

3 It is also a document of title of the goods and 

thus entitles its holder the possession or trm goods 
and can be transferred by endorsement and delivery. 

4 As It IS a document of title and is thus eaual to 
the possession of the goods, it can be pledged as a 
security for any loan obteuned by its holder 
Characteristics of a negotiable instrument 

Refer to 'question number 22 (a) 

The main characteristic of a negotiable instrument 
IS that the holder of it, if he has paid value for it and 
has received it in good faith, acquires a good title to 
it even though the title of the transferor is detective 
and thus can sue upon the instrument m his own 
name 



FOREIGN TRADE 


95 


A Bill of Lading is frequently deecnbed as a nego- 
tiable instrument though it is not one in the strict 
sense of the term Though there are many points of 
lesemblance between a bill of lading and a negotiable 
instrument, e g , it can be transferred by endorsement 
and delivery and tbe transferee can sue in his own 
name, but it differs from a bill of exchange on the 
point of negotiability because m case of bill of lading 
the holder cannot give a better title than he himself 
has i e , the transferee cannot acquire a better title 
than the transferor and thus if the tide of the trans- 
feror IS defective, tbe title of the transferee shall also 
be defective , whereas in case of a negoltable instru- 
ment the holder-in due course wlio receives the «ame 
for value and m good faith receives the instrument 
free from all defects m the title of the transferor 
Thus a bill of lading falls short of being a negotiable 
instrument and can be termed as quasi negotiable 

Q 65 Write short notes on 

FOB : — ‘Free on Board’— This term when added 
to the quotation means^ that the price includes all 
expenses from the seller’s warehouse to the loading 
of the goods on board of the ship It does not how- 
ever, include freight from the port of the seller’s 
countrj to the port of the buyer’s country 

C 1 F • — Cost, Insurance, and Freight — This giiota- 
tion includes all expenses required to be incurred m 
the seller’s country, including premium for insurance 
and freight from the port of the seller’s country to 
ihe port of the buyer’s country Besides, it includes 
(a) Packing and makmg up charges (&) carnage to 
port (c) Export duty (d) Dock dues (e) Loading 
charges (/) Freight (<?) Marine Insurance Premium. 

Certificate of origin — Owing to special trade 
agreement with Dominions and India Great Britain 
gets favourable treatment in the imposition of import 
duties on manufactured goods Thus duties are 
imposed according to favoured rates To prove this 
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fact that the goods have been manufactured in Great 
Britain the customs authorities require a certificate to 
this effect The certificate is set out in a Certificate 
of Origin The certificate takes the form of a decia 
ration by the exporter as to the accuracy of the 
invoice and must usually be sworn by him either 
before a magistrate or before a Chamber of Commerce, 
after which it is presented to the Consul of the im 
porting country for legislation 

Consular Invoice — In many countries advalorem 
import duties are charged and m order to avoid 
incorrect returns it is required that the importer 
shall present an invoice containing the FOB price 
and shipping charges duly certified as to correctness 
by the Consul of the importing country stationed in 
the exporting country The invoice so certified is 
termed as Consular Invoice 

A special form is required and the exporter or his 
agent has to swear as to the accuracy of prices after 
V rich the Consul abends his signature in return for 
a pre«cnbed fee This is prepared in triplicate or 
more One copy is retained by the Consul one 
being forwarded to the customs authorities in the 
port of destination and other handed over to the 
exporter who forwards it to the importer with other 
documents 

Where the law of the country requires the use of 
Consul Invoices they are compulsory, and the goods 
cannot be obtained by the importer without invoices 
of that type m fact, in certain cases, a ** 

payable if such invoices are not available Where 
there is no such legal requirements the use of such 
document vi ould be a waste of time and the Consul 
would ref,.se to sign the invoice However, their 
benefit in easymg the task of examination of the goods 
at the port of destination cannot be overlooked as the 
customs authorities may rely on Consular invoice 

Dead Freight —In case of Charter party agrM 
ment where whole of the ship is hired for a particular 
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Then these two documents ‘op^her with the fol- 
lowing additional documents will be filed with the 

Registrar— 

(r) A list of persons named as directors ot the 
(h) a written consent of the directors to act as 

Notice of situation, though it maybe filed any 
time before commencernent 

(iti) A declaration of the secretary or director or 
officer of the company that the requirements of the 
law with regard to incorporation have been complied 

The Registrar will then after the payment of the 
registration charges, register the company mthe book 
mlntamed by him for this purpose and issue a CMti- 
ficate called the 'Certifii^te of Incorporation The 
effect of the Certificate of Incorporation is to consti- 
tute the signatories of the M/A as a body corporate 
and the company comes into existence from this date 
as a full fledge^ individual recognized by law and 
capable of exercisim its functions This certificate 
is a conclusive evidence of the remstration of the 
company and of compliance with all the necessary 
formalities 

Now these promoters will issue a prospectus 
asking the public to subscribe for its shares When 
applications have been received, allotment will be 
niade as required by law But before such a com- 
nany i e a public company can start its business and 
exercise its borrowing powers it has to undergo cer- 
tain legal formalities which a Private Limited com- 
pany IS not required to observe Thus we pass to the 
third stage, viz Commencement Stagt 

Commencement Stage — A Public Limited com- 
pany cannot commence business until it has complied 
with the following requirements of the act 
2 
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(j) The minimum subscnption must have been 
subscribed Minimum subscnption is sucli a sum as 
will ensure that the company can pay the debts in 
curred m connection with the formation and also 
preliminary expenses and will have sufficient amount 
left for its working capital 

(«) Each director must have paid on each share 
that he IS liable to pay for in cash the same amount 
as members of the public 

(«i) The Secretary or Director must file a statutory 
declaration that the aforesaid conditions have been 
complied with 

(jo) a prospectus or a statement in lieuofprospec 
tus must have been filed with the Registrar 
(t>) A list of allotment must have been filed 
If the Registrar is satisfied that these provisions 
have been complied with he will issue a Certificate of 
Co-nmencement entitling the company to commence 
be. mess 

Limited liability its meaning and how the public can 
know whether a company is limited or not — 

Limited liability means that the liability of each 
member is limited in case of unlimited companies 
each member is personally liable to pay the whole of 
company s debts and obligations Thus there is no 
limit to his liability But in case of a limited company 
the liability is limited to a fixed sum A company may 
he limited by shares or by guarantee — 

(i) Limited by guarantee — in it each of the mem 
hers guaranties to contribute to the company a defi 
nite amount in the event of its being wound up 
Thus in such cases the liability is limited to the amount 
so guaranteed 

(ii) Limited by shares — In such cases the liability 
of a shareholder is Iimiti^ to the face value of the 
share held by him Thus if he has paid the full value 
of his shares he is no more hahle while if shares are 
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partly paid his liability IS limited to the amount un 
paid on sucK shares , 

How can public know ,-rLaw requires Ac limited 

W=d"coSpany eS.'fes 

MlmomSurSoiAs'‘socmtlSi may to ‘o or 

an extract may be obmined from the Register ot 
companies kept by the Registrar 

Q 13 Explain the dishnctiye features and the 
Telatiye advantages of partnership and a joint stock 
company 

Deficiency of capital and lack of facilities for 
nemtahred management under partnership were res 
ponsible for the creation ot joint stock companies 

Distinclivefeatures— A joint stock company is 

a voluntry association of individuals for profit having 
a capital divided into ftansferable shares ownership of 
which 19 the condition of membership (Haney; 
From this definition the following aspects are clear 
(i) The capital is divided m equal shares 

(«) The shares are transferable 

(ml Shares indicate the value of the holders m 
terest and the amount of share jn the income ot the 

^'^^(ml^Shares also indicate the risk which a particular 
shareholder is to undertake 

(1) Thus the first essential feature of a joint stock 
company IS that Its capital IS divided into a number 
of shares which are txansteiable while in a partner 
ship a partner cannot transfer his interest without 
the consent of all the partners 

(2) The management is delegated or^efttr^jzed 
in the hands of a few persons known^8^ector|.i^o 
can bind the company for their a^^hile iir-part 
nership every partner is autho^e^ to act m the 
management except the hmite^'^rtney 
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n'l The death of a shareholder does not affec^he 

coiplny whdithedeathof a pa^ 1-^ 

(4)“company has got a separate legal '"“J jnd 

existence besides its members 

(Further points of aWerence mav be noted in <4- 
No 14 on Pages 21 — 22 

Relative advantages of Joint Stock Company over 
Partnership a * «f 

1 Joint stock principle removes the limi a ‘ . 

raising latge oap.tal to wh|ch ‘ Vth,ough'’’s WV of 
as huge capital caN be obtained through , i » 
value'll and a, these A" wKo ca^ 
provides an extra attraction for the investors 
sell their holdings whenever they like , ^ j 

2 Control and management can to 

the hands of a lew persons, thoj 'tose^p 
feTu"m"ess';^';ral“ ‘to oppottunt.ies 

(or rth'“ msSPenTy ba'nk' 

r,!p?crolTSph?ldrdoes^^^^^^^^^^^ 

pany Thus its durabiW is a achieved 

partnership as continmty of po! y ^ adopted 

and plans requiring a long period can also o f 

4 Concentration of man^ement 

rt?er,.rL"p"rbfi';^.thout‘'much d,stu,ba„ces 
5 Publicity enforced by luiw for “Jf'"; - 

company provides another oF a corn- 

ship The public can “'j^o "reparc every 

pany a. every company ts '„/lo,s Account 

vea- 3 Balance Sheet and a Pront 

Tcopy of which 1. to he sent to the Registrar 
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6 Liability is limited in a joint stock company, 
which IS also an advantage, as this provides an in- 
ducement to the public lor investment thus thrift is 
encouraged and industrial and commercial develop- 
ment of the country is made possible 

Advantages of partnership over joint stock com- 
pany — 

1 The principle of limited liability m a joint 
stock company reduces motivation and thus the direc- 
tors may not manage the business with full interest 
as their liability is limited Hence there is greater 
hkhhood of waste and inefficiency 

2 Facility of formation is great m partner'^hip as 

Partnership is not required to observe many legal 
formalities before it can come into existence while a 
joint stock company has to comply with a number of 
legal formalities ^ 

3 Company s powers are limited as they are de 
fined by the objects clause of the Memorandum of 
Association while a partnership is free to choose any 
profitable business provided it is lawful 

4 S'Xrecy can be observed to a greater extent m 
a partnership thus as profits arc not disclosed to rival 

Ifirms competition can be met much more easily 

Q X4 Clearly distinguish between » partnership 
and a joint stock company 

A joint stock company has been defined as an 
artificial person created by law with a perpetual 
succession and a common seal This definition if 
studied in detail will provide us the mam difference 
between a partnership and a joint stock company 
The distinguishing features between the two can be 
studied under the following heads 

1 Legal Position — It is clear from the above 
definition that a company is an artificial person having 
■a legal entity of its own while a partnership has no 
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distinct entity of its^o^TTb^ides its members Hence 
any change in the rriembers of a joint stock company 
does not affect the existence of the company 

2 Formation — Partnership is governed by part- 
nership deed which can be changed any time by the 
consent of all the partners It has not to fulfil any 
legal formalities while a company is governed by its 
Memorandum of Association and also by the Indian 
Companies Act It has to undergo very many legal 
formalities before it can come into existence and also 
after its incorporation 

3 Number of members — In partnership the num- 
ber of members is limited, to 20 in ordinary business 
and 10 for banking business While in case of com- 
panies minimum number is seven for public com- 
panies and two for private companies but there la no 
maximum limit which IS provided by the number of 
shares into which its capital is divided though for 
private companies the maximum number is limited to 
fifty exclusive of its present employees 

4 Liability The liability of partners is unlimited 
1 e they are liable for all the debts of the firm except 
the Dormant partners while in case of limited com- 
panies the liability of a shareholder is limited to the 
face value of the shares putchaised by him 

5 Duties and Rights -In partnership every partner 
has a right to take part in the management of partner- 
ship whereas a shareholder is deprived of this privilege 
as management in a joint stock company is delegated 
to a board of directors 

The rights and privileges of partners are governed by 
the partnership deed which can be changed with the 
consent of al! the partners while the rights of share- 
holders are governed by the Memorandum of Associ^ 
tion and Articles of Association the change of which 
IS a difficult matter 

6 Increase or reduction of Capital — The capital 
of partnership can be changed at any time but the 
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capital of the company cannot be phamged so easily, it 
can be changed only according to Ifie provisions of 
the Indian Companies Act 

7 Accounts — The accounts of a joint stock com- 
pany must be audited and a copy of its Balance Sheet 
and Profit and Loss Account must be sent to^ the Re- 
gistrar of Joint Stock Companies, but the aud it for a 
parnership is not compulsory and its Balance Sheet 
and Profit and Loss Account need not be published 

8 Dissolution — The partnership is dissolved by 
death or insolvency or insanity of a partner whereas 
the death or insolvency or insanity of a shar'*holder 
does not affect a company 

Q 15 What do you understand by (a) Memoran- 
dum of Association and (b) Arbcles of Association.. 
Explain the difference between the two R B, 1935 

Memorandum of Association (MA)— It is a very im- 
portant document m company management M A 
and the A/A bind the company and also the mem- 
bers of thfrcompany They form the contract bet- 
ween the company and the members The Memo- 
randum of Association is a charter of the company 
and can be called as a Statutory deed of Partnership 
It contains thei fundamental conditions upon which 
the company is granted incorporation and it is 
through this document that the liability of a member 
IS prescribed and limited 

Contents of MA — 

1 The name clause— It lays down the name of the 
company under which the company is to be earned 
on The name of the company cannot be identical 
with the name of a company already in existence 
The word Limited’ must be added to the name of 
the company 

2 Registered office clause— In it the name of the 

province in which the registered office of theS^ompany 
is situated is mentioned The company can change its 
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registered office frequently within the same province 
but a notice of the change of office must be given to 
the Registrar 

3 Objects clause — In it are mentioned the objects 
for which the company is formed Thus this clause 
limits the scope of the company This is the most 
important clause and must be drafted with the greatest 
care and caution These objects must be lawful and 
must be stated fully and clearly The powers of the 
company are also implied in the objects 

4 Limited Iiabiiity clause — This appears only in 
case of companies either limited by shares or by gua 
rantee By this clause the liability of the shareholder 
IS limited 

5 Capital clause — This gives the amount of sh^e 
capital with which the company is proposed to be 
registered 

6 Association clause — Under it are given the full 
name and signatures of each signatories and also the 
number of shares held by them It is in this clau** 
that they declare themselves to corporate mfo a body 
to carry on the business of the company 

Thus the M A IS a very important documerit as it 
deals with the relation of the company with the out 
siders It must be signed by at least seven persons in 
case of public comptinies and by at least two m case 
of private companies 

Articles of Association (A A) — 

The articles are the bylaws for carrying out the 
objects given m the Memorandum of Association 
They ore the regulations governing the internal rna- 
nagement of the company It is not essential tor 
Public Limited Campanies to have their own Articles 
of Association in whi^ ci ise the model articles given 
in Table A of the Companies Act would 
Articles like memorandum must be printed divided 
into paragraphs and numbered consecutively They 
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•deal with such matters as issue of shares, their allot- 
-ment, powers of directors and managers, procedure 
-to be followed m meetings, payment of interest and 
dividends etc 

Difference between lArtii^es of Association and 
Memorandum of Association — 


Memorandum I 

1 It IS a chatter of the 
company defining its 
field of activity 

2 It cannot go beyond 
the Act I e cannot 
empower the com 
pany to do anything 
beyond the power of 
the Act 

3 M/A IS in the nature 
of a contract between 
the company and the 
outside world Thus 
anybody dealing with 
the company is sup 
posed to be conver- 
sant with the contents 
of M A particularly 
the objects clause 

4 M^A contains the ob 
jects of the company 
and therefore the 
powers ate implied 

5 M A cannot be altered 
except according to 
the provisions of law 

6 The preparation of 
M/A IS compulsory 


Articles 

1 Articles are merely 
bylaws and is subor- 
dinate to M/A 

2 Articles are pot only 
limited by the Act 
but are also limited 

by M/A 


3 While Articles are 
contracts between the 
company and mem- 
bers as members and 
not as outsiders Thus 
It IS not essential for 
the outsiders to know 
the contents of the 
Articles 

4 A/ A provide the regu- 
lations by which the 
objects are to be carri- 
ed out 

5 Articles can be altered 

from time to time 

6 Its preparation is not 
essential in which 
case Table A of the 
Companies Act would 
apply 
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Q 16 How IS a company, with limited liability 
registered ’ In what respects does a private company^ 
differ from a partnership R B 1934 

How a company IS registered — See question No 12- 
Pages 16 to 19 

Difference between a Private Company and a Part- 
nership — 

A Private Compeiny is one which by its Articles 
(0 limits the number of its members to 50 exclu- 
sive of its present employees 

(«) restricts the transferability of shares 
(i»0 prohibits any invitation to the public to subs- 
cribe for Its shares 


Private Company 
1 The minimum and I I 
maximum number of 
members is 2 and 50 
respectively 


2 Liability of its mem 
bers IS limited 


3 Formation requires the 
fulfilment of various 
legal formalities 

4 Public IS prohibited to 
subscribe for its shares 
and debentures 


ParfnersMp 
The minimum and 
maximum is 2 and 20 
respectively ezcep la 
case of banking busi- 
ness where the maxi 
mum IS ID 

2 Liability of its mem 
bers except of sleeping 
partners is unlimited 

3 Its formation does not 
entail the fulfilment of 
legal formalities 

4 Partners are free to 
take any new member 
into partnership and 
can raise loan from 
any body with the 
consent of all the 

, partners 
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Q 17 Explain the particular feature and privileges 
of a Privale Limited Company as compared with a 
Public Limited Company State the advantages of a 
private bmited company over a partnership (tJ P J937) 

Private Limited Company — For definition please 
refer to Q No 16 Page 26 

Special features and privileges of a Private Limited 
Company as compared to a Public Limited Company 
(t) Private company cannot have more than 50 
members while there is no limit to the members of a 
public company the limit in this case is provided 
lay the number of shares into -which its capital is 
divided 

(h) The minimum number of members in a private 
company is two while for a public company there 
must be at least seven members 

(hi) It IS not necessary for a private company to 
have directors while a public company must have at 
least three directors 

(«w) The transferability of the shares of a private 
company is restricted while there is no such restnc 
tion m case of public companies 

{v) The preparation of annual B/S and Profit and 
Loss a/c IS compulsory m bo h the cases but a private 
company need not file a copy of these two documents 
with the Registrar Besides the audit of accounts 
for a private company is not legally necessary Thus 
a private company need not disclose its accounts to 
the public 

(vj) At the time of formation a private company 
can commence business as soon as it receives a Certi 
ficate of Incorporation but a publiccompany cannot 
commence business unless It receives a certificate' of 

commencement 

^^“^1 o company is required to prepare an. 

Annual Report of its working and file a copy of the 

same with the Registrar but it is not necessary for a 
private cotn'pany 
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(c»») Besides certain restrictions are placed for a 
public company on tbe allotment of shares while a 
private company is free from any such restrictions 
Advantages of Private Company over Partnership 
A private company provides a middle course bet 
ween partnership on the one hand and a public 
company on the other It practically enjoys all the 
-advantages of partnership and removes all the dis 
advantages of a public company A private company 
as has been said m the first part of this question 
enjoys certain privileges over a public company and 
thus possesses certain advantages over both the 
forms of organizations 

(!)■» As compared to partnership 
members m a private company is limited while me 
partners have unlimited liabilities 

(2) The expansion of a partnership is limited as 
rt cannot have more than 20 members while in a pn 
vate company the number of members may exceed 
to 50 Thus a private company can secure a larg 
amount of capital as compared to partnership 

(3) A private company is free to have any new 
member while no member can be admitted into par 
nership without the consent of all the partners 

(4) A pnvnte company has a separate 

entity while a partnership has no separate ^ 

besides that of its members Thus the death insani y 
-or bankruptcy of any member does not affec 
company but for a partnership any such things y 
mean, the dissolution of the firm . ,,,, 

Thus the mam disadvantages of partners P 
(i) limitation of capital («) and limitation o . 

genal ability due to limitation of members to / 

are removed by a private company which 
all the advantages of a joint stock company 

Q 18 Discuss the advanUges and disadvantages 
of limited liability How does a Private Company i 
irom a Public Company (R ® 1935) 
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Company Law whicK provides limited liability to 
its members is a recent advancement on the Law ol 
partnership and is designed to promote trade, com- 
merce and industries and encourage persuits of art, 
science and useful objects without the persons con- 
cerned being involved in heavy and unforseen 
liabilities In brief tfs admntagea may be given as 
follows— 

(i) Large scale enterprise can be organised, as 
more capital can be attracted into industry due to 
limited liability by which men of means are made 
free from all the risks of the enterprise They are 
made certain of their liabilities and are not required 
to share all the unforeseen losses 

(«) As management is delegated into the hands of 
responsible persons known as directors, even persons 
who donot want to take part m the management are 
enabled to invest money 

(uO Through limited liability and division of shares 
into small amounts, men of small means are also 
enabled to invest their money and thus investment 
habit and thrift are encouraged 

(iv) Hazardous occupations which may fetch huge 
pionts can be undertaken as people donot f^ar be- 
cause their liability is limited 

(u) It also inspires confidence being subject to law 
Thus It obviates the mam disadvantages attach- 
ing to a partnership, provides a convenient and 
effective form for a working of a co operative bust- 
ness enterprise and affords a safe mode ofinvestment 
of their moneys to persons who have mote capital 
than they themselves can j^roEtahly employ and at 
the same time donot either desire tc engage them- 
selves personally or donot want to undertake un- 
limited risks 

Disadvantages — But this principle of limited liabi- 
lity has also its darkei side With all the above 
advantages it has the following disadvantages — 
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(1/ It reduces mobvation and thus incentive to 
action As the liability is limited the directors or 
the shareholders become careless and donot put m 
the full interest in the working of the company Thus 
there is greater likelihood of waste and inefficiency 
Thus the directors with limited liability may run 
the business mto risks of extra ordinary type 

(2) Limited liability means large scale production 
and enterprise thus its failure would be a great social 
waste 

Difference between a private company and a public 
company— See Q 1 7 Page 27 First Part 

Q 19 Compare the posibon of a partner (t) with 
that of the director of a company and (il) with that of 
a shareholder of a limited compaity (ft ® 1936) 

Partner and a Director — 

A director is an agent of the shareholders ap 
pointed by them and thus acts on their behalf wh le 
a partner is not the agent of any partner but is a 
owner of the business and works on his authority His 
authority is not vested in him by somebody else It 
is not essential for a partner to subscribe any capital 
m the business while a Director must have certain 
amount of shares Thus a partner has full authority 
to control the business while a director s authority is 
limited by the Articles of Association or by Table A 
of the Indian Companies Act 

According to Indian Companies Act the directors 
are to retire after every three years in rotation while 
partner need not retire so long as he wants to be a 
partner m the business Thus a partner acts for an 
indefinite time the directors are to retire after a feed 
period of time after which they m&y be reelected 

Directors thus occupy a dual position They are 
-the trustees as well as the agents of the shareholders 
I e they manage the property of the company which 
IS placed in their trust as agent of the shareholders 
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-while 1 partner is neither a trustee nor the agent, he 
IS simply the proprietor of the business to the extent 
of his share 

Any change of directors either by retirement, 
death or insanity does not affect the company, while 
any such things for a partner may mean dissolution 
of the firm 

Partner and Shareholder Compared — 

Though both — partner and shareholder — occupy 
a position of proprietorship in their own business yet 
there is a considerable difference in their position A 
partner, in the first instance, is liable for all the debt^ 
of the firm % e his liability is unlimited except if he 
IS a limited partner, while the liability of a' share- 
holder 18 limited to the amount of the shares held by 
him As the liability of a shareholder is limited, his 

f 'Tivil^es are also limited as he is hot allowed to 
ook to the management of the business to the extent 
he likes But a partner on the other hand is free to 
look to all the details of the business A partner, as 
he IS taking an active part in the management of the 
business can exercise ms authority any time he likes 
but a shareholder can exercise his authority only m 
annual general meetings * ^ 

A partner is expected to attend to the business 
dehgently and with proper care and attention without 
expecting any reward or remuneration But if a 
shareholder is to work, he can demand compensation 
or reward as happens m case of directors who are 
paid by the company lor the work they pul in 

A partner can bung aboyt a change in the consti- 
tution of the business He is at liberty to withdraw 
from the business His death insanity or bankruptcy 
would also affect the business and may also mean 
dissolution of partnership, while a shareholder can- 
not bring about a change in the constiti^on of the 
company, which is not affected by the death or any 
such thing of a shareholder On the otherhand a 



32 BUSINESS METHODS 

shareholder is free to transfer his share to any other 
person but a partner cannot do it unless all other 
partners agree 

A partner is allowed to draw money from the 
business in anticipation of profits while a shareholder 
can get profits only when the company declares any 
dividends Then a shareholder cannot get the money 
once invested except at the time of winding up while 
a partner can withdraw Kis capital together with his 
share of profits any time he lifces with the consent of 
all other partners 



CHAPTER IH 

NEGOTIABLE INSTRUMENTS 
Cheques, Bills of Exchange, Promissory Notes and Hundis 
Q 20 Enumerate the various services which 
bankers render to mercantile community (U. 1937) 

For the proper understanding of the functions of 
a bank it is essential that we should know the mean 
mg of a bank There is no legal ddhnition of the 
term Bank Prof Jevons has defined it as follows — 
Banking is the business of dealing m money and 
credit and in the remittance of money irom place to 
place A banker m short is the custodian of public 
money to whom the puol c looks for credit He 
receives public money at a lower rate of interest and 
lends It at a higher rate and a greater part of the profit 
IS derived from this source ^ 

Besides the function of receiving deposit either 
on Deposit Current Savings or Home Safe account 
and thus taking care of the commui\ity s cash a 
banker peifoxihs various other services -tvhich may be 
summarized under the following heads — 

(1) Lending of money or the granting of loans and 
overdrafts — thus financing the community m times 
of distress The banker also "finances the mercantile 
community by the process of discounting bills thus 
providing them ready cash 

This discounting of bills is a very important hinc 
tion that a banker performs Credit instruments have 
certain period to run But if the holder desires to 
have ready cash the banker generally comes to his 
33 
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help He advances the face value of the document 
after making a deduction from the same acco’-dmg to 
his discount rate 

(2) Agency services — 

(i) Collection and payments of cheques, bills, 
Promissory notes interest and dividends insurance 
premmms etc 

(if) Purchasing and selling of shares, stocks, and 
bonds on behalf of their customers 


(in) Acting as trustee, executors, attorneys etc 
(lu) Provision of safe custody of valuables 
(u) Serving as correspondents, representatives or 
agents of their customers 

(з) Miscellaneous — 

(i) Making confidential enquiries finan- 

cial stability and integrity of the would be custom«a 
and furnishing confidential informations about the 
financial stability of their own customers 

(ij) Issuing of letters of credit, bank drafts etc 
(nO Financing the commerce of the country or 
dealing m foreign exchange , , . 

, (iv) They encourage the use of credit mstrurnents 
and thus provide for extra currency during busy 
seasons . , 

(и) They equalize the rate of interest between 
different places and times by means of their credit 
policy 

21 In what circomstances will a bank refuse to 

pay a cheque drawn upon it by a customer . ,mo\ 

' (U^ P. 1934, R B 1937, U P 1938) 

Circumstances in which a banker will refuse the 
payment of the cheque — 

(1) When the cheque is irregular, t e , 

(t) when amount m words and figures differ , 

(il) when the drawer s signature differs from that 
given m the autograph book , 
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(ill) if the cheque is undated or postdated or it is a 
-stale cheque , 

(m) when the cheque is incomplete in any other 
respect; 

(v) when material alterations have not been ini- 
tialled . 

(m) when the cheque is mutilated. 

(2) When the endorsement mside on it is irregular. 

(3) When there are not sufficient funds to the 
credit of the drawer and no overdraft has been 
secured 

(4) When a crossed cheque is presented over the 
counter 

(5) When the account is closed 

(6) By the countermanding of payment by the 
customer, t e , upon the receipt of customers' instruc- 
tions not to honour cheques 

(7) Upon receipt of a notice of customer's death 

(8) When ♦^he banker learns of the insolvency of 
the customer 

(9) When he learns of the insanity of the customer. 

(10) Guarmshee order — U is an injunction order 
issued by a court of Law attaching the funds of the 
customer m the custody of the banker and requiring 
him not to honour any cheque drawn by him 

(11) On receipt by the banker of notice of assign- 

ment by the customer of the credit balance of Tiis 
account <> 

(1 2) On knowledge of any defect in the title of the 
party presenting the cheque. 

22 (a) What do you understand by a negotiable 

Instrument ? 

<h) What IS meant by endorsing a cheque ? When 
and how should cheque be endorsed ? State different 
kinds of endorsements (U. P. 1941) 
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Ans. (a) Meaning of NegoUable Instrument — 

A Negotiable Instrument according to Negotiable 
Instruments Act has been defined ‘a promissory note, 
bill of exchange or cheque payable either to order or 
' to bearer This definition does not clarify the chatac- 
teristics of a negotiable instrument but ^s ch^^teris- 
tics are implied in the meaning of P N, BE and 
cheque Mr J Willis defines a negotiable instrument 
ns ‘one, the property in which is acquired by any one 
who takes it bonafide and for value notwithstanding 
any defect m the title of the person from whom he 
took it ’ 


Thus from this definition it is clear that 

(а) the property m a negotiable iristrument passes 
merely by delivery or by delivery and endorsemen 

(б) if the holder of such an mstrurnent receives it 
for value he is not affected by the title of 

ferer i e , unlike the transfer of any comroodity, tn 
transfer of a negotiable instrument confers a hill riMt 
of the instrument to the transferee even though 
transferer maj not have a good title to themstrumen 
f c) as sucfi the holder of such an instrument ca 
sue upon the instrument in his own name 

Besides the three documents P N. cheques and 
B E which are recognized as Negotiable instrurnents 
by Law, there are certain other documents whicti are 
recognized by mercantile usage as negotia e ms r 
ments These documents are hundis, b U aocK- 
warrant, delivery orders, share certificates etc 


Endorsem“nts — 

Meamng -It has been defined as 'when the maker 
or holder of a negotiable instrument signs the same, 
otherwise than as such maker for the purpose o 
negotiation on the back or face thereof or oil the s ip 
of paper annexed thereto he is said to endorse the 
same and is called the ‘endorser 

Endorsement is thus the act of signing one’s name 
on the back or face of a negotiable instrument or on 
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any slip attached thereto witK the intention of trans 
ferrmg the property m it to another person and 
deliver U to him 

Mere signing one s name without any intention of 
transfer and delivery would not constitute an endorse 
ment e g , \i a principal signs a document and 
delivers it to his agent for safe custody it is not an 
endorsement 

When and how shou'd cheque be endorsed — 

The cheque is to be endorsed when the holder 
wants to transfer the property of the cheque to some 
third party But no endorsement would be needed if 
the cheque is a bearer one while an order cheque 
needs an endorsement before its property /can be 

transferred \ 

The usual form of making an endorsement is sign 
mg the cheque and giving the date But here cate 
must be taken that the same spellings be given in the 
endorsement as are given by the drawer in the body 
of the cheque even though the endorser signs it 
otherwise e g 


A cheque payable to Mr Ajij Khan should be 
endorsed as — Pay to Mr Murlimanohar Gupta or order 
A]i) Khan 

If A)i) Khan signs his name as A^iz Khan then he 
should first mention the same spellings as given by 
the drawer and then may write his name correctly 
as follows — 

Pay to Mr Murlimanohar Gupta or order 
A i) Khan. 

Aziz Khan 


When signing his nrune the endorser should not 
add any title like Mr Pandit Lala Bahu etc t e , 
Aju Khan when endorsing will not sign as 
Mr A]i) Khan 


Various kinds of endorsem“nts — 

(1) Blank endorsement — When the endorser 
merely signs Kis name on the instrument and does 
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not give the name of any specified person in whose 
favour the endorsement is made, it is termed as Blank 
endorsement 

Sugh an endorsement makes the cheque payable 
' to bearer and the instrument thus endorsed can be 
'negotiated by mere delivery 

(2) • Special or Full endorsement — When the en 
dorser also adds the name of the person to whom or 
to whose order the cheque isimade payable, it will be 
termed as full endorsement eg. 

Pay to Mr Johan Smith or order 

(Sd) Mustaq Hussain 

(3) Partial Endors'^ment when only a part of 
the amount of the instrument «s transferred But 
such an endorsement would not mean the proper 
i^gotiation of the instrument but it simply authorizes 
the endorsee to receive the payment of the amount so 
specified Such endorsement can be treated as invalid 
as the law lays down that an endorsement must relate 
to the whole instrument 

(4) Restrictive Endorsement is one which restricts 
or limits or prohibits the further negotiation of the 
cheque e g 

(l) Pay to Prabhat Kumar only 
(u) Pay to Prabhat Kumar for my use 

Thus Prabhat Kumar cannot further negotiate it 

(5) Sans Recourse endorsement is one where the 
endorser makes it clear that the endorsee or the sub 
sequent holders should not look to him for payment 
in case the cheque or the bill is dishonoured e g li 
A endorses a bill :>ans Recourse to B and if B agrees 
to take It with such an endorsement he takes it with 
the understanding that in case the Bill is not paid B, 
caimot sue A Such endorsements are generally 
made by agents who sign on behalf of their principals 

(6) Facultative endorsement is one in which the 
endorser waives his light to gel a notice of dishonour 
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tis dishonoured Thus by this endorsement the endor- 
ser saves himself from the contingent liability It is 
generally made as follows — 

Pay to Prabhat Kumar, notice of dishonour waived 

(7) Conditional endorsement is one when certain 
condition is attached with the endorsement e g. pay 
to X if he returns from England within a year or pay 
to X upon his attaining maiority Thus in such cases 
payment will he made only when the specified con- 
dition IS fulfilled Instruments with conditional endor- 
sement may be treated as dishonoured 

Q 23 Explain (a) Blank endorsement, (b) Spatial 
Endorsement (c) Restrictive endorsement ' 

<R B 1934) 

Ana — For the answer to this question refer to 
QNo.22 \ ^ 

Q 24 How should cheques payable to the 
following persons be endorsed f 

(1) The manager of Modern High School 

(2) Mrs Ghosh 

(3) Kamta Prasad and Sons 

(4) The Ideal Leather Works, Ltd 

(5) An Illiterate ( U P 1933) 

Ans (0 The manager Modern High School — 
Endorsement — Hyder Hussain, 

Manager, 

Modern HigK-School 

(2) Mrs Ghosh — 

Endorsement — Gita Ghosh, 

3X'if« of H P. Ghosh, 

(3) Kamta Prasad and Sons — 

Endorsement — Kamta Prasad and Sons , 
Kamta Prasad 

Proprietor 
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(4) The Ideal Leather Works Ltd — 

Endorsement — 

, Per Pro Ttie Ideal Leather Works Ltd 

^ Jagdish Prasad, 

Managing Director 

(5) Illiterate Person Viz (X) 

Endorsement — Xs thumb impression 
Witness — K M Shah, 

125 Esplanade, 

Calcu ta. 

^Vitness must be an independent party, known 
both to the illiterate party and the paying banker 
cle give ms name, occupation and address 

Q 2S Give examples of correct endorsement when 

(a) payee's name u Mis>spelt , 

(b) payee is a Limited Company , 

t cl the payee is a partnership firm 
f'd,) the payee IS Illiterate / 

Ans 1 Payee's name IS mis spelt 
Coyect endorsement — Payee would write his 
name first as It has been spelt by the drawer m the 
body of the cheque and then may mention his name 
"With correct spellings, e, g 

^ay to Ahwer Hussam Jafri 
Anwer Hussain Jeifn would endorse it as follows : 
Pay to Ramanand or order 

Anwer Hussain Jafri 

Anwar Hussain Zafri 

2 Payee is Limited Company — c g cheque 
drawn in favom of 

Sharma Trading Co Ltd , would be endorsed — 

Per Pro Sharma Trading Co Ltd 

Jagdish Prasad, 
Managing Director 
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3 Payee is a partnership firm — e g a cheque 
drawn in favour of Messrs Ramji Lai Baldeo Das 
-would be endorsed as follows 

Ramp Lai Baldeo Das, 

Ram)i Lai, ' 

Partner, 

4 Illiterate Person, e a cheque payable to 
Mohan Lai who is illiterate Would be endorsed as 
follows 

Thumb impression of the illiterate person' 


Impression 


Witness— Naunihal Singh, 

122 Rawatpara, 

, Agra 

Q 26 A draws a cheque in favour of B who 
endorses it in blank and sends to hu agent C to pay it 
into h» (B’s) account at the bank C writes above B’s 
endorsement Tay to C or order” and himself endorses 
it to D who pays C the face value of the cheque D 
endorses it and sends it to his bank where it is 
collected and credited to his account ,C absconds 
with the money Can B recover the amount of the 
cheque from D Wou'd it make any difference if the 
cheqae has been crossed and marked “Not negotiable”? 

' lU P 1Q30) 

Can B recover the amount of the cheque from D — 
A cheque is a negotiable instrument , and as such 
■the properly m it passes by delivery or by endorse- 
ment and delivery both Thus B cannot recover the 
amount for two reasons — 

(i) Cheque being endorsed in blank becomes a 
Bearer instrument and as such mere delivery gives 
proper right to cash the amount 

(«) The characteristic of a negotiable instrument is 
that if a person receives it bona fide and for value, he 
acquires full title to it and it does not matter if the 
title of transferer is defective 
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Here though the title of C (the transferer) is de 
fective. yet D will acquire a good title to it as he has 
received it bona fide and for value Thus B cannot 
recover the amount from D 

If the cheque was crossed and marked not Nogotiable : 

If the cheque is marked ‘Not Negotiable, it 
tules a note of warning to the transferee that he 
should be beware of the transferer as the transier^ 
cannot acquire a better title than the transferer 
cheque marked Not Negotiable becomes an ordinary 
thing like a watch or a fountainpen and if any watc 
IS stolen and then discovered the thief has to 
it to its owner Similarly if any cheque marked 1 o 
Negotiable is stolen it must be returned to the ngn - 
ful owner, if it is discovered , „ j 

In this example if the cheque was crossed a 
marked Not negotiable, D would be required to ret 
back its amount to B as he got this cheque ironi 
who had no title to it and thus D, though he has P 
value for it cannot acquire a better title thank, ana 
such B can recover the amount from D 

Q 27 What is meant by a specially crossed cheque? 
Can a specially crossed cheque bs crossed egaia 
so subject to what conditions ’ ^ 

Ans Specially crossed cheque — Such a cheque is 
one over which two transverse lines are dravm, wi 
the name of some particular bank within the lines 
The effect of such a crossing is that payment can be 
made through that particular bank only whose name 
IS mentioned between the crossing , . 

Re-crossing — A specially crossed cheque 
crossed specially only in one circumstance viz the 
banker in whose favour the cheque is specially crossed 
can again cross it specially in favour or another 
banker for collection T^is means that 
collection the cheque can be specially crossed again 
Q. 28 What IS the posibon of a person who lakes 
a cheque crossed generally or specially having m 
addibon the words Not Negotiable i (U. P 1 p 
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Ans Crossing means dravring two transverse 
parallel lines on the face of a cheque with or without 
certain Words The effect of crossing is that the pay- 
ment of the cheque cannot be made at the counter 
but will be made through a bank only Crossing is 
made to make the cheque safe and ensure the payment 
being made to the rightful owner | 

A generally crossed cheque is one which does not 
contain the name of a particular bank and thus its 
payment can be made through any bank 

The position of a holder of a generally crossed 
cheque is that h“ can get the payment of cheque 
through a bank and not directly Thus he can get the 
payment by depositing the cheque into his account 

A specially crossed cheque is one which contains 
the name of a particular bank within the crossing 
The effect of such a crossing is that payment can be 
made through that particular bank only 

The position of the holder of such a cheque is the 
same as in case of generally crossed cheque with the 
only difference that herein the payment can be 
obtained through that bank only And as such if 
the holder does not have any account m that bank, 
he has to endorse the cheque m favour of somebody 
who has his account in that bank 

Not Negotiable “~The title of a h(ot tiegotiable’ 
cheque depends upon the title of iKe person transfer- 
mg it * e if the title of the person giving it is good 
then the title of the person holding it will be good, 
while if the title of the person giving the cheque is 
defective the title of the holder shall also be defective. 

The addition of the words Not negotiable does 
not impair the transferability of the cheque but such 
cheques can be transferred to known parties only 
because in it the transferee cannot acquire a better 
title than the transferer These words constitute a 
warning to the transferee to be beware of the trans- 
ferer 
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^ Such a cheque is like a stolen fountampen or a 
■vvatch the transferee of which does not get a better 
title than that of the thief Thus the position of a 
person holding a Not negotiable crossed cheque is 
somewhat precarious because if it was found out that 
he received this cheque from a person who'e title 
was defective or who was a thief this holder would 
be required to return this instrument to the true 
owner even though he might have paid value for it 
Q 29 (a) Exp'ain in order of security four 

methods of altering ‘bearer cheques’ by the drawer or 
endorser on the face of the cheque, to guard against 
their being cashed by a wrong person 

[h) Explain the meaning of forged and mutilated 
cheque. 

(c) Also explain the position of a hanker if he pays 
(t) a cheque on which drawer’s signature is forged 
(ti) a cheque on which endorser’s signature is forged 
(R B , 1939) 

Ans Four methods of altering bearer cheques in 
order of security to guard against their being cashed 
by a wrong person — 

1 In the first instance the bearer cheque can be 
converted into* an order one by striking out the word 

bearer and writing m its place the word 
This will make the cheque more secure as bank be* 
fore paying will examine the identity of the person 
cashing it 

2 To give i‘ further security the cheque may 
be crossed generally This can be done by draw- 
ing two transverse parallel lines on the fare or the 
cheque without any words or with some such words 
as & Co Account Payee only and so on Now this 
cheque cannot be paid at the counter of the bank but 
It can be collected through a bank only and thus will 
make the cheque more secure as it is expected that 
the collecting banker will know the person on whose 
behalf the cheque is being collected 
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the nam^ot a particular bank gJch'a 

The e^ect of such a crossing would be that such a 

cheque can be collected through that particular bank 

onl? whose name is mentioned withm 
This crossing is made in favour of that bank whi<^ 
keeps the account of the payee and is expected to 
know the payee and thus the chances of the pay 
ment being made to the wrong person are almos 
removed , , , , 

The cheque can be made still more safe by adding 
the words Not Negotiable within the crossings In 
such a cheque the trs>s ere- cannot acquire ^n better 
utlethantL transferer and in case it ts discovered 
that the cheque has been stolen the holder will be 
leqmred to return the cheque to the rightful owner 
Thus such cheques can be transfetted to known pat 
lies only Hence it is very difficult for a wrong person 
to obtain the payment of the cheque 
4 Account Payee only 

Cheque may be crossed Account Payee only . 8 
the collecting banker is to caA the amount to be 
deposited m payee s account This would make tne 
cheque more safe ^ 

(b) Forged Cheque — t 

A forged cheque is one on which the signature 
of the drawer is forged » e where signature of the 
drawer has been made by some other person 

Mutilated cheque —A mutilated cheque is one 
which is torn into piec^ If a cheque ts torn acci 
dently the person should write on the back of the 
pasted pieces Accidently torn and initial it A 
mutilated cheque on which the figures cannot be 
read clearly will not be paid by the banker 
(c) Cheque on which drawer s signature is forged — 
If a banker pays such a cheque he becomes liable 
as he IS expected to know the signature of the drawer 
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But if the banter exercises due care and diligence and 
IS unable to detect the forgery and makes the pay- 
ment m good faith he does not incur any personal 
liabilitj 

Then again if the drawer has contributed to the 
committing of forgery t g if he does not keep the 
cheque boo!" under lock and key then also the ban- 
ker IS relieved from his liability 

Cheque on which the signature of any endorser is 
forged 

If the signature of the endorser is forged the bank 
IS not liable as he is not expected to know the signa 
ture of any body except the drawer 

Q 30 Describe briefly the characterisbcs of a 
Negotiable Instrument What are the respective Iiabi 
Iities of ft ' the acceptor, Cm; the drawer and ^luMhe 
endorser of. BE (UP, 1939) 

Ans — 

Characteristics of a negotiable instrument — ’ 
Refer to Q No 22 (a) 

Liability of th“ Acceptor — 

According to the Indian Negotiable Instrument Act 
In the absence of a contract to the contrary, the 
maker of a P N and the acceptor before maturity ot 
a B E are bound to pay the amount thereof at matu 
nty according to the apparent tenor 

This means that when the bill is accepted it is 
the acceptor who is pnmanlg liable on the bill And 
if the acceptor makes a default in payment he is 
bound to compensate any party to the bill for any 
loss or damage sustained by him 

in an accomodation bill also the acceptor is lia- 
ble to make the payment to a holder in due course or 
to any endorser He is not however liable to pay to 
the drawer m case the bill is drawn only for the 
accomodation of the drawer but if the bill is drawn 
for the accomodation of both the parties he is liable 
to the drawer to the extent of his share 
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Liability of a Drawer 

Drawer of a Bill has a contingent liability on the 
hill I e he IS secondarily liable to pa> the amount, 
which means that he will be required to pay the 
amount m case the bill is dishonoured by the accep' 
tor But he will be primarily liable on the bill so 
long as it IS not accepted by the person on whom it 
IS drawn Bat if the bill is dishonoured by the 
acceptor and dra^ver is acquired to pay the amount, 
he (the drawer) will have recourse against the accep- 
tor and thus can recover the amount througli a 
law court 

But in case of an accomodation bill, which is 
drawn only for the accomodation of the drawe , the 
drawer will have no recourse against the drawee 
Liabilities of an endorser — ' 

The liability of an endorser is practically the 
same as that of the drawer of the bill /ust lilce the 
drawer an endorser has a contingent liability on the 
bill to the holder m due course oi to subsequent 
endorsers and as such may be required to pay the 
amount in the event of the bill being dishonoured 
by the drawee or the acceptor But a nbtice of dis- 
honour must be given by the holder m due course or 
by any subsequent endorsers to the previous endor- 
sers to make them liable, otherwise they will be 
relieved of their liabilities 

But if any endorser is required to pay the amount, 
be will have a right of recovery against any of the 
pre /lous endorsers or against the drawer or the accep- 
tor of the bill 

When the holder of an instrument cancels the 
name of the maker, acceptor or endorser with the 
intention of discharging him from liability on the 
instrument, he thereby not only discharges the person 
whose name he so cancels, but also those parties as 
well to whom the person is liable eg A is the hol- 
der of a bill ^nd B C, D. and E are its endorsers A 
cancels the name of C with the intention of discharging 
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him from liability, then he not only discharges C 
but also D and E the parties to whom C is liable 
C, D and E are discharged from liability on the bill 
not only to A hut to all other persons who derive their 
, title from A 

Q 31 What arc th“ respective liabilities of the 
drawer, acceptor and endorser of a B/E when the bW 
IS accepted f ai for value and (b) for the accomo 
idation of the drawer (1933 U P 1940 R B) 

Ans Refer to question number 30 
Q 32 Describe the adrantacres of a B E to (?) 
debtors (jj) creditors 

Ans Advantages to debtors — 

(i) Bills of exchange provide an easy methods of 
payment and allow a period of credit to the debtor 
who can find time during which be can sell the goods 
realize the proceeds and have sufficient money out of 
which payment can be made 

(«) The debtor i» provided a definite period of 
time during which he will not receive any reminder 
from hts creditor 

(ni) Ai B E also inspires confidence in his other 
customers on the basis of these bills they can grant 
him credit 

Cio) It also piovides a method of settling debts 
between foreign countries where payments are to be 
made in the currency of the country of the creditor 
Advantages to the creditors — 

(?) The creditor is enabled to sell his goods and 
increase Kis sales and is also assured of the payment 
of the goods as a BfE when accepted will form a legal 
acknowledgement of the debt and thus the debtor 
cannot deny it in a court of law 

(k) The creditor also need not lock his capital as 
he can negotiate it to some of his creditors in pay- 
ment of his debts or can get cash by discounting it 
with his banker 
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(ill) Money can be collected from different places 
by means of Bills 

(lu) Besides an accomodation bill meets the 
demand of money without actually lending money by 
one person to another Such a bill can be drawn by 
one person upon another for their mutual accomoda- 
tion and they can get the amount by discounting it 
with a banker 

Q 32 What is a negotiable instrument ^ Mention 
the various ways in which a B £ may be endorsed and 
their effects (1936 R B ) 

Ans Please refer to question number 22 
Q 33. Define a Negobable Instrument Give 
standard form of a (t) cheque («) P/N (1 938 R B ) 


Ans Definition of negotiable instrument — Refer 
to Question 22 {a) 

Standard form ol a Cheque — 



Two months after date I promise to pay 
to Mr M C Gupia, a sum of rupees two hundred and 
twenty only. Value received ■" 


Prabhakar Yajntk 
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Q 34 Whal IS a documentary BE? Prepare an 
Imaginary one. ( R B 1937) 

Ans A bill IS called a documentary bill, when 
shipping documents itz Bill of Lading insurance 
Policy, Letter of Hypothecation and a copy of an 
invoice IS attached to it The attachment of these 
documents implies that the above documents will not 
be handed over to the buyer or the importer unless he 
either accepts or pays the bill Thus such a bill 
guarantees the acceptance or payment before the 
actual delivery of the goods 

Such a bill IS generally drawn in foreign trade and 
may be either D A (documents against acceptance) 
or D/P (documents against payment) In the former 
case where draft js drawn against acceptance the 
documents of title which are attached to the bill will 
be handed over to the importer on his accepting the 
draft. Put where the exporter allows no ctedif to the 
importer or he does not believe in the credit of the 
importer, the bill is drawn against payment (D/P), in 
which case the documents entitling the possession of 
the goods Will be handed over to the importer by the 
bank through which they are sent only on his making 
the payment of the face value of the bill 

A specimen — 


No 25/501 

I Exchange for £ 101 — 2 — 8 


Bristoi, 
23rd Nov 


1941. 


Sixty days after sight pay this First of 
exchange (second and third of the same 
tenor and date unpaid) to the order of the 
National Bank of India Ltd , a sum of one 
hundred and one pounds two shillings and eight 
pence sterling, with interest added thereto at six per- 
cent per annum from the date hereof to the approximate 
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due date of arrival of remittance at Bristol payable at 
tbe current drawing rate for the National Bank of 
India s drafts at sight on Bristol Value received 
against a consignment of books 
Documents attached to be surrendered on payment 
To Land Book Company 

Messrs Murari Book Depot 
Hospital Road 
Agra 

35 Discuss the various types of Hundies and 
show how they differ from a bill of exchange 

Ans Hundies are bills of exchange drawn m 
Indian languages and are very commonly used by 
Indian merchants The purpose for which hundies 
are employed is usually different from that for which 
bills of exchange are used The use of hundies was 
introduced at a time when there were no banks m 
this country and it has continued right up to the pre 
sent day since many Indian merchants even now do 
not keep bank accounts at all Hundies are governed 
by trade customs and usages Like B/£ hundies may 
be payable on demand or after a stated period of 
time 

Hundies are mainly of two kinds — 

1 A DARSHNl HUNDI is one which is payable 
on demand its payee being entitled to receive the 
payment from the drawee immediatelj^ on presenta 
tion A darshni hundi serves the "purpose, of a 
Demand Draft and requires no stamp Such hundies 
are a means of remittance and are used in place of 
bank draft by those who have no banking accounts of 
their own Such hundies can be had at a very low 
commission and sometimes the purchaser may be 
required to pay nothing by way of commission but 
may get the hundi by paying a lesser sum than the 
face value of the hundi 
Specimen of a Darshm Hundi — 

Sidh Sn Cawnpore Subhasthane Shripatri bhai Babu 
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Lai RamChandjog likKi Agra seNahney Ram Shaians 
Lai ki Ram Ram banchana Age hundi kini ek ap 
upar dia rupia 1 000 ankre ek Kazar ke nima panch 
sau ke dune pure dena Yahan rakha bhai Allahabad 
Bank. Ltd Agra wale ke m«ti Magsar sudi teej se 
pauhunche dam dhani jog bma jabta rupia bajar 
chalal hundi ki riti thikane lagai dam chaulas kar 
dena 

MiJi Magsar sudi teej sambat 1997 

Explanation — The above hundi is drawn by 
Messrs Nahney Ram Shiam Lai of Agra on Messrs 
Babu Lai Ram Chand of Cawnpore for Rs 1000 pay- 
able to the Allahabad Bank Ltd , Agra on demand 
after Magsar sudi teej sambat 1997 on which date it 
IS drawn 

2 *A MITI HUNDI is one which is payable after 
a «tated number of days or months According to 
the trade usage the period for which miti hundies are 
drawn is different m different places It is usually ol 
or 91 days corresponding nearly to two or three 
months Days of grace are not usually allowed on 
raiti hundis Hundis are drawn on special starnped 
paper sold by the Government and an adtalrum 
stamped paper is used 

A miti hundi does not serve the same purpose as 
a bill of exchange It is not drawn by a creditor on 
the debtor m payment of an existing debt created by 
the sale of goods on credit It is mostly used as 
means of raising temporary loans for purposes or the 
business Indian merchants do not usually raise 
money by means of bank overdrafts cash credits or 
bank loans, for the simple reason that they do not 
keep bank accounts They obtain funds by means ot 
miti hundi For example, if a certain trader whose 
credit in the market is good, stands in need or 
porary funds for the use of his business he may 
a hundi upon himself for the amount required payable 
after a stated number of days and sell it through a 
hundi dalal to some other trader who has spare cash 
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^or temporary investment If the credit of the drawee 
IS good his hundi will be easily sold The purchaser 
of the hundi will of course pay its present worth i e 
the face value of the hundi less interest at a certain 
rate for the period of the hundi On the due date the 
holder will present the hundi to the drawee and 
receive payment 
•Specimen of a Miti Hundi — 

( Sidh Sn Agra Suhhasthane bhai Bansidhar 

1 c Sumerchand likhi Muzalfernagar se Badri 

I Bankey Lai ki Ram Ram banchna 

I T As AprancK hundi nag ek apke uper kan 

rupia UOOankre gyarae sau jiska nima 

panch sau pachas ha duna pure athe rakha Imperial 
Bank of India pass miti Baishak badi chaudas se dm 
61 ikshat pichne name shah jog hundi chalan kaldar 
dena Miti baishak badi cbaudas sambat 1997 

Explanation —The above hundi is drawn by 
Messrs Badri Das Bankey Lai of Muzaffernager on 
^lessrs Bansidhar Sumerchand of Agra for Rs 1100 
payable to the Imperial Bank of India after 61 days 
nom Baishak badi chaudas 1997 on which date it is 
drawn It will require an acceptance m the same way 
as a bill of exchange 

Difference between a B/E and a Hundi — ** 

1 The hundi is written in the form of a letter 
and thus conta ns salutation while a B £ is an order 
and has no salutation 

2 The language of a hundi vanes from place to 
place v/hile the language of a B E is same and must 
<iomply with the requirements of the Indian Negotia 
ble Instruments Act 

3 The name of the drawee in a B/E appears m 
the left hand bottom corner while m case of a hundi 
the name appears in the body Similarly the name 
of the drawer appears m the hundi m its body while 
in a B E It appears m the right bottom corner 

4 ABE has a wide circulation while a hundi is 
used in India alone 
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5 Days of grace in a hundi vanes while they are 
fixed for a B E 

6 Hundis are not governed by the Indian Negotia- 
ble Instruments Act thus ibeir negotiability is not 
recognized by law They are treated as negotiable 
by the usage of trade But a B/E is governed by the 
Indian Negotiable Instruments Act 

7 A bill IS always an unconditional order while 
a hundi may or may not contain an unconditional 
order 


8 Noting and Protest are necessary in of 
dishonour of a foreign biU a hundi need neither be 
noted nor protested 

Q 36 What are days of grace ? If a B E 
maturity on a holiday, when i* it payable ? (U P. ly-' ; 

Ans Days of grace —Three days are 
law as the days of grace for the payment of the oiu 
from the date on which the bill actually falls due. 
These days are allowed over and above the 
mentioned m a bill Thus before we can find out the 
maturity of the bill three days extra must be 
to the actual tenor of the bill Originally me 
tion of these days m England and other 
countries was purely voluntary but now it has bee 
made compulsory by law both in England and in 
India 


These days of grace are to be added not only 
where the whole amount is paid in one lumpsum but 
even when the amount is paid by instalments, 
days of grace are to be added after the date on which, 
each instalment falls due 


How to calculate maturity — 

If the date on which the instrument falls due is a 
public holiday, the instrument shall be deemed to be 
due on the preceding busmess day But in tnghsn 
Act a distinction is made between bank holidays and 
other holidays where it IS laid down that when the 
last day of grace is Sunday, Christmas day, Good 
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Friday or a day appointed by Royal Proclamation 
as a public fast or tnanJcs ^vjngr day the bill is pay- 
able on t\ie preceding business day. but when the last 
day o{ grace is a bank holiday or a Sunday, and the 
second day of grace a bank holiday, the bill is payable 
on the succeeding business day 

Example — ft) When the last day of grace falls on 
Christmas day t e 25th December (0*^ England it 
would be payable on 24th December, (2) in India 
it would be payable on 23rd as 24th is generally a 
bank holiday 

(ti) When the last day of grace is Sunday and the 
second day of grace is a bank holiday e g a. bill pay- 
able on 2nd January which being Sunday and 1st 
January a bank holiday it would be payable (l)m 
England on January 3 (2) m India on December 30th 
as 31st IS also a holiday 

Q 37 What do you mean by 'qualified acceptance’'^ 
Give Illustrations How does sucb as acceptance affect 
the rights of the holder as agaiast (a) the acceptor (h) 
drawer and endorser of the bi» ^ (0 P 1938) 

Ans Acceptance is the act of signing a bill there- 
by giving ones assent to the conditions mentioned in 
the bill This assent is usually written on the face 
of the instrument and is made up of the'Word ‘accept" 
cd and the signature of the acceptor ' 

The acceptance may be general or qualified A 
General Acceptance is where fhe drawee signs his 
name on the bill ivith or without the word ‘accepted* 
thereby signifying his assent to the bill 

But if the acceptor adds any qualification to it, it 
becom“S a conditional acceptance or qualified accep- 
tance In case of qualified acceptance the drawer 
may either agree to such an acceptance or treat the 
biU as dishonoured for non acceptance 

An acceptance may be qualified in various ways — 
(%) qualified as to amount or Partial Acceptance— 
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eg a bill may have been drawn for Rs 1,000 whereas 
ihe acceptor may accept for Rs 700 only, as 

' Accepted for Rs 700 (Seven hundred) only” 

(it) qualified as to Time — e g where a bill is 
<lrawn payable one month after date, the drawee may 
accept it as 

Accepted payable three months after dale ” 

to place — t e, a bill may be made 
payable at a particular place and there only e g 

Accepted payable at National Bank and there 

■only 

(tv) Accepted as payable in instalments, e g 

T. payable m monthly instalments of 

i\s iUU 

Conditional— I <j certain conditions may be 
attached to the payment of the bill,,e g 

(1) ‘Accepted payable when m funds ” 

(2) ^^ "Accepted payable on the receipts of Consign* 
ment 

, ‘Accepted payable when the goods consigned 
are sold 

^ghts of the holder against the acceptor — The 
holder of a bill can refuse to accept the bill if a qua- 
hhed acceptance is made and can treat the bill as 
dishonoured by non acceptance ' If however he 
accepts ai^ agrees to the qualifications made by the 
acceptor his rights against the acceptor would be 
limited to that extent and he can claim payment only 
according to the qualifications and conditions men- 
tioned by the acceptor 

rights as agamsl the drawer and endorsers — 
ii the holder accepts the qualified acceptance without 
the consent of the drawer and the previous endorsers, 
all the endorsers previous to him and the drawer 
who have not agreed to it expressly or by implication 
will be relieved of their liability to. that extent e g il 
a bill IS drawn for Rs 1,000 but il is accepted only 
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ior Rs 800 and the holder accepts this bill without 
the consent of the drawer and the previous endorsers, 
the endorsers and the drawer will be liable only to 
the extent of Rs 800 and not more. 

Q How does the position of a holder in due 
course of a B E differ from that of a holder of an ins* 
trument which is not negotiable ^ A cheque is crossed* 
*‘Not Negohable ” Does this mean that the cheque , 
cannot be transferred any further and the holder alone 
can receive the payment (R B 1939) 

Ans The position of a holder m due course and 
that of a holder of an instrument which is ‘not nego- 
tiable —Tounderstandtbe position of aholder m due 
course, one must know the definition and the salient 
points of a holder m due course 

A holder m due course means ‘ any person who 
ior a consideration becomes the posses5or..of a pro- 
missory note, bill of exchange or cheque if payable 
to bearer, or the payee or endorsee thereof, if pay- 
able to or to the order of the payee, before the amount 
mentioned m it becomes payable and without having 
sufficient cause to believe that any defect existed in 
the title of the person from whom he derives his title 
From the above definition the following salient 
points may be noted — 

(t) the holder should get the document before the 
maturity of the instrument Thus if any person 
takes the document after it has fallen due, He will 
not be called a holder in due course 

(tij be should take the document without having 
any knowledge of the defect m the title of the trans 
feror i e m good faith and with proper care 

CnO he should get the document for consideration 
t e he must pay value for it 

(tv) a fourth salient point is provided in English 
Law tiz that he should take the instrument complete 
and regular on the face of it 
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The position of a holder of a negotiable instru- 
ment IS different than that of a holder of a not nego 
tiable instrument In case of a negotiable instrument 
if a holder gets the instrument for value in good faith 
and without having any knowledge of the defect m the 
title of the transferor he acquires a good title to the 
instrument even though the title of the transferor 
may be defective While a holder of a not negotiable 
instrument cannot acquire a better title than that of 
the transferor and if the title of the transferor is 
defective the title of the transferee shall also be 
defective and he wll be required to return it to the 
rightful owner_^even though he has paid value for it 
Thus if a cheque or B E or P N is stolen and the 
thief after receiving value for it transfers it to some 
third party who has no knowledge that the transferor 
IS a thief the transferee m this case would acquire a 
good title to It while if a not negotiable ms'rum^t 
18 stolen and then transferred to a third party who 
pays value for it the transferee cannot acquire a good 
title to it and will be required to return it to the right 
ful o^\ner 

Not negotiable Cheque — 

If a cheque is crossed not negotiable it does not 
mean that it cannot be negotiated any further and 
that holderralone can receive its payment By 
adding the words not negotiable within the crossing 
the transferability of the cheque is not impaired but 
these words constitute a note of warning to the trans 
feree that he should be beware of the transferor 
because the transferee of such an instrument cannot 
acquire a belter title than that of the transferor Ir 
the title of the transferor is defective the title or the 
transferee shall also be defective Thus such cheques 
I are generally negotiated to known parties only 
f Q 39 Can the holder of a B E make any altera* 
a'lions m the Bill‘d What would be the effect of material 
, alterations^ Give some examples of alterations that 
you would consider material (R B 1934) (U P 1929,1938) 
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Ans The^uthonty of a holder of a B E to make 
alterations in a bill is restricted by law He is allow- 
ed to make such alterations which donot affect the 
liabilities of parties materially. By the Indian Nego- 
tiable instrument Act the following sort of alterations 
can be made by a holder of a B E without in any way 
affecting the liability of patties 

(z) Where no tune of payment is mentioned in the 
instrument addition of *on demand ' 
ftO Changing blank into special or full endorse- 
ment 

/'iwj Completing an mchaote stamped instrument 
Effect of Material alteration — 

But the holder is not allowed to make any maienaV 
alteratzon in the instrument without the consent 
of all the parties because any material aUeration of a 
negotiable instrument renders the same void as against 
anyone who is a party thereto at the time* of making 
such alteration and who does 'not consent thereto, 
unless it was made in order to carry out the Common 
intention of the original parties 

Examples of Material alterations — 

The following alterations are considered to be- 
mateiial — 

( t) Change of date with a view to reduce or 
increase the period of its currency 
(tt) Change of the amount ' 

(til) The period for which th^ hill is drawn is 
altered e g , where a hiU is to run for three- 
months is made to run for six months 
( w) a new party is added, 
fu ' rate of interest is altered 
(vi) place of payment is altered 
(vzi) medium of payment eg, substituting pound, 
for rupees 
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Q 40 What do yon understand by a ‘holder in due 
course* of a bill of exchange ’ Can a holder in due 
course enforce payment of a bill against the acceptor 
(a) if he received the bill for value from the person who 
forged the payee’s signature (bj if the drawers’ signa 
ture was forged (R g 1935 ) 

Holder m due Course — Please refer to question 
no 38 

Question of enforcement of a bill against the accep- 
tor if he received it for value from the person who 
forged the payee s signature — 

Holder in due Course implies that the person has 
received the instrument in good faith for value and 
without having any knowledge of the title of the trans 
u defective In this case as he does not know 

that the signature of the payee has been forged by the 
transferor, he has no responsibility and thus can 
enforce pavment against the acceptor even though the 
payee might have stopped the payment on the plea of 
iorgery ^ 

(i) if the drawer s signature was forged — 

As here is th^ question of enforcing payment 
against the acceptor it implies that the bill has 
already been accepted and the acceptor before accept 
mg the bill must have satisfied himself as regards to 
the genuineness of the drawer s signature If the 
acceptor has not done this the subsequent parties are 
not responsible and as such the holder in due course 
can enforce pa yment against the acceptor But if the 
bill beating the forged drawer s signature had not 
been accepted then the payment could not be 
enforced against the acceptor 

Q 41 Explain, clearly the difference between — 

(t) G“nera! Acceptance and qualified acceptance 

(1940 UP) 

SeeQ no 37 

(n) Endorsement in Blank and endorsement in full — 
Blank endorsement — when the endorser merely 
.signs his name on the mstrument and does not give 
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the name of any specified petson in whose favour the 
endorsement is made it is termed as Blank endorse 
ment 

Such an endorsement makes the cheque payable 
to bearer and the instrument thus endorsed can be 
negotiated by mere delivery and can be cashed at the 
counter of the bank by any person 

Full Endorsement — Where the endorser also ^dds 
the name, of the person to whom or to whose order 
the cheque is made payable it will be termed as full 
endorsement e g 

Pa j to Mr Johnsmith or order 

Mustaq "Hussain 

In this case the bank will not make the payment 
unless It IS satisfied about the identity of the person 
named m the endorsement ^ 

(in) Holder in due course ahd" Holder for value 
(1940 U P) — 

For definition of Holder in due course refer to 
question No 38 

Holder m due course is one who receives the 
instrument for consideration 1 e he pays value of the 
instrument while a holder for value does not 

pay value himself but value has been paid by some 
other party 

Example — X draws a Bill on Y and Y endorses it 
to Z who has paid value for it then Z will be holder 
in due course but if Z now gives to say Irving College 
by way of chanty then Irving College will not be hoi 

der m due course but a holder for value i e the donor 

of a bill who pays value for it is termed as holder m 
due course while a donee who receives it by way of 
chanty is termed as holder for value 

(tu) AB/E and a Hundi (1938 U P) — 

Refer to Question No 35 

(v) Bank draft and a order — (I93S U P) 
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A bank draft is a B/E drawn by one banker upon 
another requesting the banker to whom it is addressed 
to pay (generally on demand) a certain sum of money 
to or to the order of the person named Bank drafts 
donot require any acceptance 


Generally when payment is to be made m foreign 
currencies the debtor may deposit an equivalent sum 
m his own currency with a bank the bank in 
exchange would issue a Bank draft which’will be sent 
to the creditor >vho can present the draft to the 
drawee bank- and can get the payment 


While a Postal order 13 an order made by a post 
office to pay a certain sum of money to its holder In 
diaii Postal Orders are available m 20 denominations 
starting trorn annas 8 and rising by steps of 8 annas to 

ns I g and the commission chargeable in respect of 

ach order is 1 atma They are sold and paid by all 
Offices in India. If anybody 
I certain sum of money m India he can 

Postal order from the post office after 
E. of money and commission He is 

to nil m the name of the person to whom the amount 
18 to be paid as well as the name of the office of 
p^ment Then he will send it to the person to 

whom the payment IS to be made On receipt of it 

e l^redilor will present it to the post office and will 
get the payment 


oan be crossed and in that case 
payment will be made through a bank only 


^ Q Write short notes 
I O U 


These letters stand for the words similarly 
pronouticed t>i2 1 , owe you * It is a document 
acknowledging a debt and IS written by the debtor 
himseu It IS not a negotiable instrument and does 
a stamp 


not bear a 



NEGOTIABLE INSTRLMENTS 63 

Specimen — 

AGRA 

8th June, 1942 

Mr Sri Ram MeKra 

1 O U Rupees eight only 

P L Thakor 


L/C — , 

L/C IS an abbrebiateJ form of Letter of Credit 
The object of letter of credit is to substitute the credit 
of a well known bank for that ^f a comparatively 
unknown trader Generally a letter of credit consists 
of an undertaking by a banker that bills drawn on the 
banker m compliance with the terms of credit will be 
duly honoured Generally a letter of credit is issued, 
by a banker in favour of other persons or its branches 
to pay the addressee an amount upto a prescribed 
sum on his behalf and charge him the same The 
amount paid by each branch is written on the letter 

These letters of credit may be of various kinds vtz 
A confirmed or irrevocable credit Unconfirmed credit, 
Acceptance credit Documentary credit Travellers* 
letters of credit etc 
Marked Cheque — 

A cheque is said to be ‘marked when it bears the 
signature or initials of the drawee banker, which 
signifies that on the date of marking the cheque there 
were sufficient funds to the credit of the drawer to 
honour the cheque Sometimes the Drawee banker 
adds some such words as Good for payment if 
presented hefore 1 Thus marking indicates that the 
cheque will be duly honoured when ultimately 
presented for payment But by marking the cheque 
the bank does not guarantee that the cheques so 
marked shall be honoured xn future as it is possible 
that the funds at the credit of the drawer may be 
reduced by further cheques being presented to the 
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Garnishee order — 

When the customer has been &djudicatedinsolvent, 
the court may issue an injunction order asking the- 
banker not to honour the cheques drawn by him 
buch an order is termed as Garnishee order It 
mohibits the banker from honouring the cheques of 
that person 


Retiring a Bill — 

u amount of the 

bill before the time of maturity When the acceptor 
pays the bill before It IS actually due he deducts the 
interest for the period from the date of payment to 
the date of maturity The amount so deducted is 
termed as Rebate on Bills 
Noting — 

When a bill IS dishonoured either by non accep- 
tance or by non payments it is customary particularly 
obtain formal proof that the 
Sifi- been dishonoured This proof is obtained by 
A th- Nolaty Public Whilb 

points ‘ Notary Public gives the following 


(t) date on which the bill is dishonoured 
(It) his own charges for noting 
(in) the number of the bill and his initials 
(iv) reasons for dishonour 
Accomodation BiU — 


An accomodation bill is a bill which is drawn 
Without consideration and for mutual accomodation 
either or the drawer or of both the drawer and the 
dmwee buch bills are also termed as ‘Kites * 

\/ Acceptance for honour — 


If a bill of exchange has been protested for dis 
honour by non acceptance and is not overdue any 

person not being a party already liable thereon may 

with the consent of the holder intervene and accept 
the bill supra protest* for the honour of any party 
liable thereon ^ f j 
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A bill may be ‘accepted for honour’ for only a part 
of the sum for which it is drawn and the acceptor for 
honour must mention the name of the party for whose 
honour the bill has been accepted Where there is 
no name as to whose honour the bill has been accept 
ed it IS deemed to be an acceptance for the honour 
of the drawer 

Drawee in case of need — 

The drawer of a bill and any endorser may insert 
therein the name of a person to whom the holder 
may resort for acceptance or payment in case of need 
* c in case the bill is dishonoured'by non acceptance 
or non payment Such a person is termed as ‘Drawee 
in case of need 

"tossed Cheque — 

A crossed cheque is one over which twq transverse 
parallel linds ate drawn with or without some words 
Effect of crossing is that the payment of the cheque 
can be made through a bank only and not at 'the 
counter of the bank A cheque may be crossed 
‘Generally m which case the cheque can be cashed 
through any bank But m case of Special crossing' 
the name or a particular bank is mentioned within 
the crossing through which only the cheque can be 
cashed 

Usance — 

It is the customary Mriod for which foreign bills 
ate usually drawn at the place of origin This period 
IS governed mainly 

(») by the distance and the facility of communica« 
tion between the countries ' 

(«) and the quickness with which the goods 
against vrfnch the bill is drawn can be sold at 
the place of the destination 
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Caveat Emptor — 

It means th^t the buyer should take care of himself 
and signifies that the buyer before purchasing any 
goods must satisty himself as to the title of the seller 
It IS opposite to ubemma fides 8 e , observance of 
utmost good faith Insurance contracts unlike other 
contracts are characterized by the need for the utmost 
good faith (uberrima fides) by all parties and the 
doctrine of caveat emptor (let the buyer beware) does 
apply 
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HOME TRADE 


Q 43 Clearly bring out the features of the whole* 
-sale trade as distinguished from Retail Trade and'' 
describe the services rendered by the wholesaler to the 
manufacturer and the retailer (1939 U F) 

Disbnguishing Features of Wholesale and Retail 
Trade — 

1 The essential dilTerence between the retail and 
-wholesale trade is that in retail the sales are 
affected in small quantities and direci^ to the public 
whereas a wholesale trader sells in bulk or m large 
quantities to the retail trader 

2 Retail selling is mainly for cash but the whole* 
sale house sells largely on credit Again though the 
retailer buys from the wholesaler chiefly on credit 
manufacturers supplying the wholesale houses usually 
stipulate prompt cash Th s a retail firm may trade 
with a proportionately smaller Capital than the 
wholesaler as in so far as he purchases on credit and 
sells for cash he is relying upon the Capital resources 
of the wholesale houseer 

3 The wholesaler is not required to appeal to 
large number of individuals and thus there is no need 
-for attractive shop front while a retailer finds it 
necessary to maintain a good show room and the 
shop to be situated in the centre of the market 

4 In retail trade sales are affected directly and 
he has to rely mainly upon the position of Kis pie 

67 
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mises and interior attractions and the creation of local 
reputation While a wholesale firm has to rely 
chiefly upon sal-s created by travellers who carry 
samples of new goods to retail firms 

5 Thus in a retail trade the stock maintained is 

not ier> large ivhile a wholesaler has to maintain 

sufficiently large stocks to satisfy the urgent demand 
of the retailers 


Services rendered by the Wholesaler to the manu 
factnrer — 

1 Buying tn large qnanlitiei — as the wholesaler 
buys in large quantities from the manufacturers e 
enables the latter to the benefit from the 

of large scale production The wholesaler ® 
different orders from various retailers and putena 
in bulk from the manufacturers 

If there would have been no ''holesalets the 
manufacturers would have to deal directly 
retailers This would ba\e entailed greater erpen 
to manufacturers Not onlj there is a sa%dng 
expenses but it also enables the rnanufactuters 
produce goods more or less of staridaraized type 
they have not to cater for the demand ot small 
quantities of many articles from the retailers 

2 ffereheies the manufacturers from the 
situ of carrying large slocL — Gtmd& are 

produced m anticipation of demand and they ar 

Lpttill the demand is created for them 
retailers require m small quannties / _.„i^ 
keeping large stocks to enable the retailers P. 

nish their stock ivhenever is needed is ^ 

the wholesalers and thus relieving the -s 

who are thusenabled to direct all the capita] resources 
in producing goods and not in both 

warehousing Further the risk of wongly anticipah „ 
the demand lies on the wholesaler as the manutac 
turers usuall> v ork on definite orders 
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3 Prompt I ayment — Retailers desire credit which 
in the absence of the wholesalers should have been 
provided by the manufacturers Much of the business 
between wholesaler and manufacturer is for prompt 
cash and thus enables the latter to work on a smaller 
margin of capital 

4 Study of Public Taste — ^The wholesaler studies 
public tastes and fashions and directs »he manu 
facturer as regards the quality and quantity of the 
goods to be produced 

5 Manufacturers are also relieved from the art 

of selling as it is performed by the wholesalers The 
manufacturers thus need not be expert sellers as they 
produce goods for orders < 

Services rendered by the wholesaler to the retailers — 

0) Successful retailer is one who keeps varied 
sfocks Retailers due to lack of capital and lack of 
space cannot maintain Urge quantities of each type 
of commodities which the consumers may require 
The wholesaler helps him in this direction He stocks 
the goods and enables the retailers to replenish their 
stocks whenever they like ' 

(2) "1 he supply of goods in quantities most con 
venient to the retailers — Retailers donot always 
desire or need to buy m large quantities Wholesaler 
enables the retailers to buy in quantit es most suitable 
to them and the retailers are saved from the risk of 
having stocks of unsold goods at the close of the 
season It also enables the retailers to obtain sup- 
plies more quickly than they could obtain from the 
manufacturers 

(3) Just as the wholesaders keep manufacturers 
informed of the changes in demand in the same way 
wholesalers bring to the knowledge of the retailers 
new type of goods for which a market may be made 
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(4) Ftnanaal assistance and cheap credit facilities • — 
The most important of the services is the financial 

assistance given by the wholesalers to the retailers 
Wholesale firms frequently grant long credit for goods 
supplied This has the effect of increasing the work 
mg capital of the retailers v/ho can obtain goods on 
credit and by selling goods on a cash basis can pay 
the wholesalers Thus the retailer is enabled to work 
with smaller capital as he m effect trades '^vith the- 
capital of the wholesale firm 

(5) The wholesaler also regulates price by con 
trolling supplies and thus minimises the risk of the 
retailers 


44 What are the functions of the wholesale 
j ***** dealers 1 What services does the whole 
sale dealer render to the manufacturer and to I'm! 
the retailer (U P 1935 37,38)(R B 1940) 

Functfons of the wholesale dealers — 

, ^ 'T'he wholesaler does not simply perform the- 

business of buying and selling but he also forecasts 
^imulates and int rprets the desires of his customers 
He thus m many cases decides as to what shall be 
produced by the manufacturers and thus suggests the 
type of goods to be produced 

^ 3 mediater and helps the manufacturers 

as well as the retailers He on the one hand helps 
the manufacturers to concentrate on his own parti 
cular work and not to bother with the selling of goods 
in small quantities On the other hands he helps 
the retailer by supplying him with goods m just the 
quantities and the qualities required and thus making 
him unnecessary for him to maintain large stocks 

He thus keeps large stocks and carries on its 
distribution to the retailers at the time and in the 
quantities required by them 
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3 He helps to keep pnces steady Hemamtains 
stocks and thus by controlling the supply of goods 
stabilizes prices 

4. As he has sufficient funds and generally carries 
on his business with large capital, he vs in a position 
to grant credit facilities to the consumers 

The functions of the retaiter — 

(1) They are in direct relation to the consumers 
and thus learn the tastes of the consumers and direct 
the wholesaler as regards the kind of goods to be 
procured from the manufactures 

(2) They sell goods m small quantities and thus 
ate able to cope with the demand of the consumers 

(3) They hold the stocks of goods at convenient 
local centres and thus carry on the proper distribution 
of the goods 

(4) They display the goods m windows and by 
means of various show rooms attract customers and 
introduce new kinds of goods to the consumers 

(5) They also satisfy the daily demand for fresh 
food stuffs and procure goods from the wholesalers to 
suit individual requirements Thus they supply* the 
local needs of the district and the individual or special 
need of different classes They hold variety of goods 
and thus enable the consumers to make selection 

(6) Sometimes they also grant credit to the con- 
sumers 

The ^bove are in mam the (unctions performed by 
the retailers but these functions vary considerably 
and that is why we find different types of retailers 

Services rendered by the wholesaler to the 
(i) manufacturer and (*») to the retailer — 

See question No 43 
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Q 45 It IS asserted that the wholesale trader 
renders services to manufacturers on one hand and to 
retailers on the other What are these services and in 
what way do they result in benefit to the ordinary 
member of the public purchasing goods 

Ans Services to the manufacturers and to the 
retailers — See question No 43 


Benefit to the ordinary Public — - 

. bene/tfs from the tcoYk of the teholesaler 

tn the fouotnng tcays — 

.1 average retailer offers aTbetter choice of goods 
an he could otherwise do and supplies the public 
a rresher and more uptodo stock of seasonal and 
perishable goods 


As the manufacturers are enabled to specialize 
large quantities cost is lower and 

etail prices less than they would be if the manufac- 

VaJ I or selling side 

a to make too small orders direct from the retailers 


Q 46 What services are rendered by wholesalers 
former always necessary to the 
latter illustrate your answer by examples 

Services rendered by the wholesalers to the 
retailers — See question No 43 

Necessity of wholesalers — 

Retailers find the services of wholesalers most 
necessary when they are dealing in a variety of 
goods . m which case if they deal directly with the 
manufacturers they will be required to place different 
orders to different manufacturers which would mean 
great delay and expense 


Then again the services of a wholesaler is essential 
\vhere the retailer is trading with a smaller amount 
or capital and needs more credit facilities, e g , a. 
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drapery and outfitting establiskment kus a diverse 
stock that IS not produced by one manufacturer 

On the otkeikand tke retailers who specialize in 
their sales do not need the services of wholesalers e g 
boot and shoe retailers cycle and motor car dealers, 
sellers of sewing machine etc 

Lastly a large retail firm having ample capital 
resources and^turnover may purchase m large quan- 
tities directly from the manufacturers and thus rfan 
eliminate the wholesalers 

Q 48 Compare prlfce lists, prices current^' quota- 
tions and firm offers . tU P 1932) 

Prices current — It is a list pf^prices of certain 
goods issued to inform the customers bt the prices as 
on the day of issue It is always dated and does not 
constitute a promise to sell the gogds at ^he prtC6 
stated It indicates merely the current prices and 
by comparison with earlier lists, the customer can 
)udge the trend of prices The lists are mainly of 
foodstuffs and such other commodities that likewise 
vary m price from day to day m the wholesale 
market 

Price List — A price list is a list of goods offered 
for sale showing the puces asked for them These 
donot only show the state of prices at the time of 
issue but ^so offer the public to sell articles definitely 
at prices given therein But at the same it does not 
form a promise to sell because the stock of any par- 
ticular line may be exhausted vihen an intending 
purchaser send his order The puces given in a price 
list are intended to be m force for a definite period. 
Change m prices are usually notified to regular 
customers 

Thus Prices current ate used as a means of indi- 
cating current prices and only as a guide to possible 
purchasers while price list is a list of prices which ate 
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to remam in force for a definite period and on whick 
the goods are offered for sale 


Firm offers —A firm offer is made when the seller 
promises to sell certain goods at a certain price 
prOTided the order is given within a particular time 
A hrm offer is thus made to one firm and unless he 
reruses to buy or unless the time allowed for purchase 
elapses goods cannot be sold to any other person 
QuotataoDs — Quotations are simply offers of goods- 
at the prices stated therein They are generally 
supplied when asked for A quotation is a list of prices 
or only a selected number of Articles while a price 
V ^ prices practically of all the goods in 

Which a firm deals It is an offer to sell certain goods 
at prices under^stated condition^ 

offer' cannot be withdrawn before the 
^iry ot a feed period while a quotation or a price 
placed” withdrawn any time before the order is 

Describe the procedure of sending goods by 
rom one town to another and mention the forms 
and documents which will have to be filled up and the 
procedure necessary to take delivery of the goods * 

(U P 1940) 

Ans Procedure of sending goods by Rail — 

goods are to be sent by rail they may be 
t eimer per goods tram t>r per passenger train 
w en the goods are to be forwarded by goods (train 
the sender is re quued lofill m a Consignment Note 
mh IS a request to carry the goods On the back 
or this note are printed the conditions under which 
he railway company agrees to carry the goods This 
note IS supplied free by the railway company and the 
consignor has to fill m the following information 

(*) Number, quantity and description of the goods 
as also the weight of the goods so that the railway 
authorities may fix the freight 
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(»») The name and address of the consignor and 
also the consignee 

(«t) Whether the freight is paid or is to be paid by 
the consignee 

But if goods are to be forwarded by passenger tram 
a Forwarding Note which is similar to a Consignment 
Note IS required to be filled in by the consignor 

Then the goods may be consigned either at the 
owner’s risk (O R ) or at the company s risk (C. R ) 
When goods are sent on company s risk, the company 
IS responsible for any loss or damage to the goods in 
transit But when goods ate forwarded on owner’s 
risk, the consignor has to fill in and sign a Risk Note, 
by which the consignor takes the responsibility ot 
any damage or loss of the goods in transit 

Then the railway company will fix the freight 
which may be paid by the consignor or it may be 
paid by the consignee but m case of perishable goods 
or dangerous goods the freight must always be 
prepaid 

Then Company will issue a Railway Receipt 
which contains the particulars as to the nature and 
quality of the goods names of the consmor and con- 
signee the place of desoatch and the place of destina- 
tion and the amount of freight paid or to be paid On 
its back are printed the various terms on which the 
railway company agrees to carry the good'- A R/R is 
a document of title and is transferable by endorse- 
ment and delivery and it is also an acknowledgement 
of the goods and is a contract of affreightment It is 
not a negotiable instrument m the strict sense of term 
as the holder of it cannot acquire a better title than 
that of the transferer 

How the dehvery of the goods can be obtained — 

Railway receipt would be sent by post to the 
consignee as the delivery of the goods can be had on. 
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the production of the raiKvay receipt In case the 

the ff R'm h “Jotse 

It In VrU,/ ."'.f *= despatch of 

kinu?herr RR the person 

S In the , r'^ ®“?* ‘S »>»o required to 

nit he mad ' n IF j"?' ® 'Agister Delay must 
if the delivery .g^nltV 

a charoe J “ stipulated time, 

.oomISy demuniage is to be paid to the railway 

bond “ lest, an indemnity 

consignee R tI stamped must be executed by the 
consent nf ® railway authorities will obtain the 
on the baaifi before delivering the goods 

Part iurll . This consent is 

goods IS not ®*"*‘f* when the person claiming the 

omS do°es “ % 'f;'"*/ receipt and what put- 

the de.,very„f.h7good."d'rhe“RR,s?oltT'' 

Ans —See question No 49 later portion. 

DavS^^f usually taken to secure the 

payment of an overdue account m business ? 

(R B 1938) 

of an « —Steps usually taken to secure the payment 
ot an overdue account m business - 

Tli.l v>.^ statement of account is sent to the customer 
ay contain the following such words — 

will hS'ly Sg”' 1,"“'’ '"“'‘“r “ '"'y Pfyrrr™' 

A statement of account as a matter of fact should 
be sent everymonth This will serve the purpose 
or a reminder 
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When the second statement of account is sent it 
may have the following words 

The account IS four months overdue and an imme- 
diate settlement is requested 

2 1! this sending of statement of accounts does not 

result m the obtaining of “t?‘“ iSS 

sir Dunnina letters should be sent Ihese letters 
should be p°ohte and should be tactful The wording 
should not be such as may wound the fool'"!!* “f 
cUstomers because though it may, result in ob- 
Sm-ig tbe payment, but you may lose your customer 
As far as poslble request for the extension of the 
^ A Kft ffranted U the first letter does not 

?Slun payLnT a senes of letters are to be sent 
and Va"^ of these should be more pursuasive and 
forceful than the first ^ 

3 In the end the matter may be entrusted to a 
legal practitioner and legal steps may be taken after 
giving threat for a legal step 

O 52 What are documents of title to goods. 
Name arid eaplam bn-fly three such doeunenls of 

,tiUe and show how they can e^jans ^ 

An, -Document, of title -Sale of goods Act 
1 Q30 defined document of title as iriciudmg, a Btll 
of lading, dock warrant warehouse receipts warr^t 
nr o’der for the delivery of goods and any other 
documents used in the ordinary course of ousiness as 
moot of the possessions or control of the goods or 
Sithorising or pnn>ertmg to authorise either by 
endorsement or delivery, the possessor of the doom 
ment to transfer or receive goods thereby represented 

Thus m brief documents of title are those docu- 
ments which entitle the possession of the goods to 
Its holder Such documents are transferred by endor- 
sement or delivery. 
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Bill of lading — It is one of the most important 
document of title to goods It is a receipt granted by 
shipping authorities when goods are sent to foreign 
countries through the agency of a shipping company 
It contains the particulars and the terms on which 
the shipping company undertakes the carraige of the 
goods Thus it IS a contract of carnage for the goods 
as between shipper and the shipowner It is pre 
pared m triplicate and signed by the captain of the 
ship It constitutes a document of title to the goods 
and can be transferred by endorsement and delivery 
and entitles the possession of the goods to its holder 

2 Dock warrant — 

It is a certificate from the Dock Company to the 
effect that certain goods which are described therein 
are in their possession and will be delivered to any 
person specified by the owner Thus any person 
specified in the dock warrant can get the possession 
of the goods Thus dock warrant also forms a docu 
ment of tide to the goods and can be transferred 
from one party to another 

3 Railway Receipt — 

When the goods are sent from one place to another 
through the agency of the railway company the 
railway authorities on receipt of the goods grant a 
receipt to the consignor This receipt entitles its 
holder to get the delivery of the goods at the desti- 
-nalion on its presentation 

This receipt forms a contract between the consig- 
nor ahd the railway company for the carnage of the 
goods It gives (i) the number quantites description 
and weight of the goods the name and address 
of the consignor and the consignee ( tti) and whether 
freight IS paid or is to be paid On the back of it 
will be found the various coaditions on which the 
railway company undertakes to carry the goods 
The delivery of the goods must be taken within a 
£sed time otherwise a penalty for the delay, called 
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demurrage is charged from the consignee If the 
consignor IS also the consignee, he should e>r J<>'®= 
the railway receipt in favour of the purchaser When 
a railway receipt is lost, the consignee can take 
delivery of the goods only after executing an Indem- 
-nity cjond 

This receipt can be transferred by endorsement 
and delivery 

How documents of title can be transferred — 

These documents are quasi negotiable documents 
These can be transferred either by endorsement and 

delivery or by delivery alone, but the holder ^nnot 

give a better title to the transferee than he himself 
has i € the transferee of such documents cannot 
acquire a better title than that of the transferor 

Q 53 Write Short Notes on — 
yt O R Destination — ^This means free on rail at 
ttie destination Thus free on rail quotation includes 
all charges to the railway station of the town of 
destination i e , railway freight from the railway 
I station of the sellers town to the railway station of 
the buyers town is included m it 


Risk Note 

When the goods are accepted by the railway 
company for transportation on Owner s risk, a note 
IS to be filled m by the conginor. This note is termed 
as Risk Note The effect of this note is that the 
railway company is freed from any loss occurring 
during transit provided it is not caused by the emplo- 
yees of the Company intentionally There are certain 
classes of goods, like perishable articles ot arhcles 
not properly packed which are not accepted by the 
companies on their own nsk 
Letter of Hypothecabon — 

When goods ate exported and the documents are 
sent through a bank, to be handed over to the 
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importer on his accepting or paying the draft an 
adi^nce is generally secured from the bank When 
such an advance is secured a letter of hypothecation 
IS given to the banker By this letter the bank in 
the event of the dishonour of the draft is authorized 
to sell the goods m order to reimburse itself for the 
amount advanced to the exporter The effect of this 
IS to give the banker the charge over the goods 
and the proceeds 

r 

yCredi^ Note — 

A credit note is the reverse of a debit note and is 
sent m the following cases 

By the buyer to the seller when the former 
has been undercharged 

(it) By the seller to the buyer when the fontier 
has been overcharged 

^til) By the seller to the buyer when the faulty 
goods or empty packages have been returned by the 
latter Credit rfote is written in red ink so as to dts 
tinguish it trom an m\ oice 

Example — 

CREDIT NOTE 


Messrs John Bros 

Imperial Building 

Cr by hlacmillian & Co 


By return of empty packas 
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Commission Agent — 

It IS a term usually applied to an agent who is 
employed to sell goods on behalf of his employer at 
the best possible terms m consideration of a fixed 
remuneration known as Commission 

Del credere Agent — 

Del credere Agent who m return for a higher 
commission than usual, undertakes to hold himself 
personally liable for the default of the customers in 
payment Thus if any bad debt occurs the agent is 
to be responsible The extra commission that he is 
given for the additional risk is termed as del creder 
commission 
Clearance Sale s— 

It IS a sale of the old stock to clear it off Prices 
ate generally lowered at such occasions 



C-JAPTER V 
FOREIGN TRADE 

(IMPORTING AND EXPORTING) 

Q 54 Give the Types of Business Houses engaged 
m the Export Trade of India and point out briefly the 
defects in each (1935 UP) 

Ans Tjpes of Business Houses engaged in the 
Export Trade of India 

I Manufacturers — 

* These manufacturers obtain orders from customers 
abroad and despatch goods direct or through a for 
warding agent Tin India there are certain manufac- 
turers like Cotton Mills of Bombay Calcutta Madras 
jute Mills of Bengal Lalimh and Dhariwal Mills who 
receive orders direct from abroad 

Defects —These manufacturers when doing direct 
business cannot put in their best attention as they 
have to look towards the manufacturing of the things 

as well Besides they cannot be expert in the art of 

selling and thus efficient business cannot be transacted. 
When they receive direct orders it generally causes 
delay in the despatch of goods which may lead to a 
consequent loss of business Hence they have to 
engage the services of certain forwarding agents 

2 Export firms and Merchants < — 

These merchants supply their customers abroad 
with goods which they themselves purchase from 
various manufacturers These firms are a few m 
numbers and are usually of good standing 
6 81 
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Defecls — These agents though aware of the 
various formalities of trade cannot b- expected to be 
efficient so far as purchasing of goods is concernei^ 
Besides they charge their own commission which 
enhances the price of the goods purchased 


3 Importer’s Buying offices — 

These are offices in the country of export which 
are maintained by foreign importers for the purpose 
of buying goods in accordance with the in=t^ructions 
sent to them by then principals Their number is by 
far the largest Some of them are Indians and others 
are foreign 

Defects —India being an agricultural country most 
of these are engaged in the export of raw 

and thus deprive the producer of his legitimate g^n 

as the producer being ignorant, is unaware or the 
market conditions in foreign countries Besides they 
compete with traders who require goods tor home 
consumption and in most cases outbid them 

IMPORTING 

Q 55 Outline the procedure to be adopted by an 
Ajmer merchant who desires to ‘h'P®'* 
from England , (1937 RBj 

Ans Indent*— The first thing in the importing of 
goods is to place an indent or order for goods witn 
manufacturer in England, or to an exporting brm 
there Indent is an order containing 
of the goods ordered In it are mentioned the quantity, 
quality and price of the goods ordered the mo e 
packing and marking insurance port or destina i 
and the method of payment 

Sometimes the indent m.y be placed through 
Indent Houses These Indent Houses serve os an 
intermediary between buyers m one county an 
manufacturers in the other These Indent Ho 
provide an useful link to those local merchants whose 
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tequuements are small ot whose credit is low and 
who are ignorant oJ the names and addresses of the 
goods they need Such Indent Houses are largely 
found in port towns of Bombay Karachi Calcutta 
and Madras They receive orders from various small 
dealers and place a large order to the manufacturer 
out of which they supply the need oi the local 
dealers 

On receipt of the indent the agent will procure the 
goods from the manufacturer and will arrange for 
their shipment On each package a distinction mark 
its number and port of destination will be stamped 

When the goods are ready for shipment the ser 
vices of the forwarding agent will be utilized The 
forwarding agent will go through various custom 
formalities He will obtain three copies of Bill of 
Lading from the Shipping compay and will effect 
insurance Having secured the Bill of Lading which 
18 a Contract of Affreightment and the insurance 
policy the exporter will prepare the invoice Three 
copies of the invoice will be prepared to be sent with 
three copies of B L A cerlihcale of Origin will be 
obtained which will help in the imposition of import 
duties All these documents will be sent to the 
importer with a letter of advice Generally these 
documents will be sent through an exchange bank 
with instructions that the documents are to be deliver 
ed to the importer either on acceptance of the draft 
or on payment of the bill 

Securing DeUvery of the Goods — The impoitei on 
receipt of the letter of advice relating to the shipment 
will arrange to obtain these documents from the bank 
The bank through which these documents have been 
sent will deliver the documents to the importer either 
on acceptance or on payment of the documentary 
bill according to the instructions received from the 
exporter 

Clearing the Goods — The importer on receipt of 
these documents will require the services of the 
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Clearing agent and thus wH endorse these documents 
in favour of the clearing agent at the port The agent 
will then go through the folfotving formalities 

(t) Endorsement of Delivery — On arrival of the 
ship he Vtfill procure from the local agent of the ship 

g mg company an endorsement for delive y on the 
L The Bill of Lading will be endorsed after the 
agent of the shipping company has recovered freight 
if It was not paid by the exporter 

^11 J BiH of Entry — ^Then he will fill up a Customs 
Bill of Entry on the basis of which customs authorities 
ivill assess import duty This form is prepared m 
riplicate and contains all information regarding the 
/alue quantity and description of the goods The 
Bill of Entry forms are prepared m different inks one 
.n black the other m blue and the third m violet 
( ) Blit of Sight — When the importer or hts 
agent has no d« 6 mte information about the descrip 
lion quantity and value of the goods he has to fill up 
1 statement called Bill of Sight This will contain a 
declaration by tl « importer or his agent to the effect 
:hat he is not able to describe the goods fully lr» 
mch cases goods will be examined tn the presence of 
1 customs officer and then ascertained whether they 
ire dutiable or not ^ 

( v) Application to Import — (Dock Chalan) In 
iddition to Bill of Entry the agent has to fill another 
form called Application to Import This is prepared 
in duplicate and is presented at the Landing and 
Shipping Office In this office a charge is made on all 
goods imported ift the country representing the pay 
ment for the services rendered by the Dock Autnori 
ties in connection with the landing of the goods 

On payment of the landing charges one copy of ' 
the Application to Import is returned to the importer 
or his agent who then presents the same together 
with three copies of the Bill of Entry at the customs 
house The customs house after carefully examining 
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the form will levy duties which the importer must pay 
before he can be allowed to take away the*goods 
If the goods are ‘Free Goods* they will be allowed 
to pass without the payment of any duty 

Survey and Warehousing — When the goods are 
landed, the clearing agent will examine the goods 
and if he finds them to be damaged he will report in 
writing to the agent of the vessel who will then 
arrange for a survey 

If the importer is not m the immediate need of the 
good' imported by him and has no godown of his 
own, or has the intention of re exporting them he 
may keep them in a Bonded warehouse for which 
Mphcation is to be made to the cutoms authorities 
Then the goods will be warehoused from where they 
cannot be removed until the duty is paid These are 
special warehouses owned by the government The 
goods warehoused he under the supervision of cus> 
toms authorities and rent is charged for the uSe of 
these warehouses When the goods are warehoused, 
a receipt is issued known as Dock Warrent or Ware- 
house Certificate It bears a stamp and can be trans- 
ferred by endorsement and delivery 

Despatch of the goods to the importer — If the 
goods are not warehoused, delivery will be obtained 
and then they wiU be despatched to the importer at 
Apner The agent will then send the Railway 
Receipt together with a copy of Bill of Entry, Appli- 
cation to Import and a bill of his own charges 

The importer on receipt of R/R will arrange to 
take delivery of the goods after buying freight and 
Octroi duty The importer may then send a cheque 
to the clearing agent m settlement of his dues 

Q 55 Desenbe nobcing the Relevent Commercial 
Documents the Importation of a dutiable commodity 
which passes through a Bonded Warehouse m the 
process (U P 1934) 
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Ans Refer lo the answer to Question No 54 

Q 57 An Agra merchant desires to import some 
sewing machines from Germany? State the procedure 
he must follow m order to secure these goods 
» ^ ^ (UP 1933) 

Ans See Question No 55 

Q 58 The Bharat Engineering Company of Cawn- 
pore hare mported some machinery from a firm in 
bngland Explain the procedure that will hare to be 
tollowed by the importing firm to take dehrery of the 
goods 


Ans. Refer to question No 55 


Q A merchant in Delhi wishes to import cer- 
tain goods from Germany Explain briefly the pro- 
cedure that he should foOow (R B 1938) 

Ans Refer to question No 55 


Q 60 You hare imported dutiable goods from 
Japan of the value of R, 50000 The amount of duty 
to be paid is Rs 20000 You have not enough cash to 
honour the draft and to pay the duty Clearlyez- 
plain how would you complete the transactions and 
take deUve-y of the goods (U P 1936) 


Ans When we do not have sufficient amount to 
honour the draft we can approach an exchange 
bank and request the bank to honour the draft 
on our behalf on the security of the shipping docu 
ments which will be endorsed in favour of the 
bank Certain amount may also be paid in cash by 
way of margin The bank will then arrange to take 
delivery of the goods and to get it deposited m a 
Bonded warehouse A bonded warehouse is a 
go down maintained by the government where goods 
may be kept if the importer does not have sufficient 
money to pay the duty or if he does not want to pay 
the duties tillfhe goods are sold For this purpose 
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an application will be made to the customs authori- 
ties and the goods will be warehoused lathe^uper- 
vision of the customs officer 

In the meantime money can be obtained by 
selling the goods on the basis of the receipt or the 
Bonded warehouse Certificate obtained from the 
customs authorities This certificate can be trans- 
ferred by endorsement and delivery and money may 
be obtained and transaction may be settled 

Q 61 A Delhi Merchant orders some goods from 
Liverpool The goods are supplied to Bombay and 
the shipper draws on the Delhi Merchant at 30 d s D/A, 
through the National Bank of India Ltd , Delhi Make 
out a list of the various charges which the Delhi M“r- 
cbant will have to bear m addition to F O B Liverpool 
price before the goods are received by him Also name 
the principal documents which will be used in the 
transaction 

Ans Charges m addition to Liverpool FOB 
price — 

1 Freight —As the price is F O B (Free on 
Board) It does not include freight Thus freight for 
the transport of the goods from Liverpool to Bombay 
will be paid to the shipping company 

2 Marine Insurance — as the goods are not in 
suied by the exporter, the Delhi merchant will effect 
insurance and will be required to pay insurance pre- 
mium to the insurance company 

3 Import duty —If the goods are not free of duty, 
the importer will be required to, pay import duty 
levied by customs authorities at the port 

4. Dock charges —this includes all the charges 
due to dock authorities and must be paid before the 
goods can be removed from the docks. 

Carriage —from the dock to the railway sta- 
tion must also be paid 
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6 Commission — of the clearing agent for clear- 
ing the goods will also be paid 

7 Railway freight — from Bombay to Delhi will 
also be paid 

8 Octroi charges — these are duties levied by 
municipalities on goods brought within the municipal 
area 

9 Carriage — from Delhi Station to the impor 
ter s go down 

Principal documents to be used- — 

1 Indent — It is an order which will be sent 

f L® ^he foreign exporter on the basis 

of which goods will be sent 

2 The Bill of Lading Insurance policy end the 
Mport Invoice will be obtained from the National 

India Delhi Branch on acceptance of the 

3 Bill of Lading and the Insurance policy will be 
the clearing agent at Bombay duly endorsed 

in ms favour He will fill m a customs house form m 
triplicate This form is known as Bji of Entry This 
will contain all information regarding the quantity 
value and description of the goods and will form the 
basis of import duty 

, ^ pock Chatan or an Application to Import will 

be hlled in which will form the basis fo the pay- 
of dock charges Bill of Lading duly endorsed 
will be surrendered to the dock authorities 

5 If the goods are warehoused in a Bonded ware- 
house a Dock Warrant shall be issued by the 
cumtoms authorities It will form the receipt of the 
goods at bonded warehouse 

b When goods will be sent from Bombay to 
Delhi by rail, a Consignment Note shall be filled in 
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containing the particulars of tKe goods, name and 
address of both the consignor and consign^ and 
whether freight is paid or is to be paid If the goods 
are sent on owner's risk a Risk Note shall also be 
filled in, 

7 Then the railway company will grant a Rail- 
way Receipt It IS an acknowledgement of the 
receipt of the goods by the company and lays down 
the conditions on which the railway authorities agree 
to carry the goods Thus it i$ a contract of affreight- 
ment 

8. Octroi chalan — When octroi duty has been 
paid an octroi cbalan shall be issued by the octroi 
authorities 

EXPORTING 

Q 6^ Anant Ram of Ahmedabad Exports 60 Bates 
of cotton to a firm in Manchester Describe briefly 
the procedure he wilt follow m exporting goods and 
enumerate the principal documents that will be used 
le the course of the transaction 

(1W7U P 1930 U P) 

Receipt of Indent — After the settlement of the 
terms regarding the price etc. an indent will be re- 
ceived by Anant Ram It is an order for the goods 
and contains all information regarding the qu,ality 
and quantity of th» goods, mode of packing and 
making time of shipment price, insurance and me- 
thod of payment The exporter is required to take 
proper care in complying with the terms mentioned 
in the indent 

Then the goods will be packed and marked ac- 
cording to the instructions given in the indent Par- 
ticular attention will be given to packing as shipping 
companies charge freight based not merely on the 
weight of the cargo hut upon measuisment and 
weight cornbmed Thus the maximum quantity of 
goods consistent with safety must be packed m the 
minimum of space. 
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Sending the goods to the forwarding agent — As 
the exporter resides in an inland town it will be con 
venient if the goods are sent to the forwarding agent 
When a forwarding agent is appointed all the neces 
sary formalities will be ^one through by him The 
Railway Receipt duly endorsed will be sent to the 
agent who will take delivery of the goods from the 
railway company 

Securing Freight and Shipping Order — When 
goods have been received by the forwarding agent 
arrangement will he made for their shipping through 
a steamship company This is technically known as 
Securing Freight This is generally done ihrough 
freight brokers Tfce steamship company after 
agreeing to carry the goods at a certain rate issues a 
Shipping Order , This is an order to the captain of 
the ship asking him to receive on board the goods 
from the party mentioned in the Shipping Order 

Customs Formalities — When the freight has been 
secured the agent will go through certain customs 
formalities A Shipping Bui m triplicate will be fillea 
in mentioning the Quantity description and value of 
the goods to be shipped port of destination and so 
on This form will be obtained from the customs 
houSe 

Another form to be obtained from the Landing 
and Shipping Dues Office known as Application-tt> 
Export or Dock chalan will also be filled in duplicate 
These two forms will be presented to the Shipping 
and Landing dues Office and the shipping dues re 
presenting the payment for the services of the dock 
authorties will be paid 

The three copies of Shipping Bill and one copy of 
Appl cation to Export will be returned to the for 
warding agent Then these forms will be presented 
to the cu toms collector Customs authorities will 
make necessary entries m the customs register 
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Bill of Lading — ^The mate’s receipt will be ex 
changed for Bill of Lading from the shipping com- 
pany s office It will be signed by the captain of the 
ship Any remark appearing in mate s receipt will 
also appear in the Bill of Lading B L forms the 
Contract of Affreightment and lay down the terms 
and conditions on which the shipping company 
agrees to carry ttxe goods of the exporter It is a 
document of title and can be transferred by endorse- 
ment and delivery 

Insurance — If the marine insurance is to be effec- 
ted by the txpor^er, the goods will be insured by the 
forwarding agent against risks at sea before their 
despatch He will obtain the insurance policy. 
Large exporters who have to ship several consign- 
ments during the year, generally take out an 'Open 
Marine Policy and as consignment i6 being shipped, 
the exporter instructs the insurance company to 
cover the risk under that policy and issue the 
necessary certificates of in»utance 

Certificate of origin «— Owing to special trado^ 
agreements between certain countries goods 
from one friendly country to another generally 
receive preferential treatment in respect of import 
duties Therefore it is to be proved that the goods 
are the genuine product of the exporting country on 
whose goods a preferential treatment has been 
claim“d To prove this a certificate of origin is 
needed, showing the name of the country in which 
the goods have been manufactured 

. "^his certificate will therefore be obtained by the 
exporter or his agent to be sent to the importer so 
as to enable him to get an advantage of the pre- 
ference in du'ies. In India preferential duties are 
levied on the goods manufactured m England and 
Colinies 

Advice note and Invoice —The agent will preare 
the advice note He will also prepare a bill of 
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expenses and commission and will send it to the 
exporter together with vanous documents viz B/L. 
Marine Insurance Policy, copy of the shipping bill, 
Application to Export and Certificate of origin 

Then the exporter will prepare the Export Invoice, 
giving the name of the vessel, marks and number of 
cases together with the price of the goods The 
question of charges incurred and the prices of the 
goods to he entered in the invoice depends chiefly 
upon the terms on wluch the goods have been sold 
If the goods have been sold on C I F basis the in 
voice IS not to contain any refereice as to insurance, 
ireighl and other charges paid by the exporter How- 
ever, if the goods are sold on F O B basis the invoice 

j not only a detail description of the goods 

and their value but also the charges in connection 
with freight, insurance etc. which will be shown 
separately The invoice is made m triplicate^ 

Securing payment —Payment can be obtained in 
®*ther of the following ways but the last two are more 
preferable and generally found m practice 

1 The exporter may draw a Sill of Exchanae 
attaching the necessary documents viz Invoice B L, 
Insurance Policy, Certificate of origin e c and may 
send them through an exchange bank, which may be 
asked to deliver the decuments either on acceptance 
of the bill in which case the bill will ba termed as 
D/A (documents against acceptance) or on payment 
when It will be termed as D/P (documents against 
payment) 

Under this method the exporter has to wait for a 
longer time after shipping the goods as the bank will 
medit him only when it has realized the proceeds 
Thus his capital is locked up for a long lime 

2 In the second method the exporter discounts 
his bill with an exchange bank having a branch in the 
importer a country For this purpose the exporter 
gives a letter of hypothecation which authorizes the 



foreign trade 

K,s?fcSsS-S;l£3 

;ee“poM3:tLKons.ble fo, .h. a.,- 

ference 
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Sp“.i° Th.aL^ 

?eTrW aln - "hi leuer and aUo to. the nace. 
saiy dooumaota like B U msu.ance policy etc 

Tkiia tbe exporter on the basis ot this t-otter of* 

CredU cap obtam immediate pny“«"< 4'" ,,’'‘"‘1?,! 

ot'i the vatious doooments to the bank It is this 
method that is most populai 

O 63 Ram Mohan* Co Bombay Exports a con- 
sienment of cotton to Edwards Co Li.erpool Give 
the procedure of ExportaPon and enomsrate the docu 
ments used in the transaction (1935 U r } 

Ans The same procedure as laid down m ques 
tiorTnomher 62 will be followed Bnt here as Ram 
Mohan i Co res.de m Bombay they may not appoint 
a forwarding agent and may perform all the work 
themselves But m all probability they will also 
enaase the services of the forwarding agent who is 
more in touch with the necessary formalities and 
customs authorities and may hnish up work more 
easily and quickly Besides Ram Mohan & Co will 
not employ the services of the railway company as 
the goods will be directly catted from the exporter s 
warehouse to the docks 

Q "^4 Define a biU of lading What Functions does 
it fulfiU ’ Describe the characteristics of a negotiable 
instrument in such a way as to make it clear how if at 
aU a B/L falls short of bemg one (1937 O P, 1940 R B i 
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Ans Definition of a bill of fading — It is an 
-acknowledgement of the goods received by the com 
pany to be cariiecl to some foreign courtry It forms 
the basts of contract between the shipping company 
and the consignor and lays down the terms on which 
the shipp ng company agrees to carry the goods It 
gives the quality quantity and the conditions of the 
goods the marks and number of packages the name 
of the shipper the name of the consignee the name 
of the ship and its master and also the freight and 
■whether paid or to be paid It is generally made out 
in sets of three each of v/KicK requites a stamp Two 
cop es are usually sent to the consignee by different 
mails so that if the first i« lost in transit the other 
may be delivered to him in time 

For further details refer to question number 62 
Functions — , 

1 It forms a receipt of goods by the shipping 
company 

2 It 18 a contract of affreightment and lays down 
the conditions on vkhich the shipping company un 
dertakes to carry the goods of the consignor to its 
port of destination 

3 h IS also a document of title of the goods and 
thus entitles its holder the possession of the goods 
and can be transferred by endorsement and delivery 

4 As It IS a document of title and is thus equal to 
the possession of the goods it can be pledged as a 
security for any loan obtained by its holder 
Cbaractenstics of a negobable instruiaent — 

Refer to question number 22 (a) 

The mam characteristic of a negotiable instrument 
is that the holder of it if be has paid value for it and 
has received it in good faith acquires a good title to 
it even though the title of t le transferor is defective 
and thus can sue upon the instrument in his own 
name 
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A Bill of Lading IS frequently de«CTibed as a nego- 
tiable instrument though it is not one in the strict 
sense of the term Though there are many points of 
resemblance between a bill of lading and a negotiable 
instrument, e g , it can be transferred by endorsement 
and delivers and the transferee can sue in his own 
name but it differs from a bill of exchange on the 
point of negotiability because in case of bill of lading 
the holder cannot give a better title than he himself 
has 1 e the transferee cannot acquire a better title 
than the transferor and thus if the title of the trans- 
feror IS defective the title of the transferee shall also 
be defective whereas m case of a negotiable instru- 
ment the hoIder*in due course who receives the ‘ame 
for value and in good faith receives the instrument 
free from all defects m the title of the transferor 
Thus a bill of lading falls short of being a negotiable 
instrument and can be termed as quasi negotiable 

Q K Write short notes on * — 

FOB • — ‘Free on Board’—This term when added 
to the quotation means that the price includes all 
expenses from the sellers warehouse to the loading 
of the goods on board of the ship It does not how- 
ever, include freight from the port of the seller's 
country to the port of the buyer s country 

C I F — Cost, Insurance, and Freight — ^This quota- 
tion includes all expenses required to be incurred m 
tbe seller s country, including premium for insurance 
and freight from the port of the seller’s country to 
the port of the buyer s country Besides, it includes 
(a) Packing and making up charges (&) carnage to 
port (c) Export duty (d) Dock dues (e) Loading 
charges (/) Freight {g) Marine Insurance Premium 
Certificate of origin —Owing to special, trade 
agreement with Dominions and India Great Britain 
gets favourable treatment in the imposition of import 
duties on manufactured goods Thus duties are 
imposed according to favoured rales To prove this 
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fact that the goods have been manufactured in Great 
Bnla«n the customs authorities require a certificate to 
this effect The certificate is set out in a Certificate 
of Origin The certificate takes the form of a decla 
ration by the exporter as to the accuracy of the 
invoice and must usually be sworn by him either 
before a magistrate or before a Chamber of Commerce, 
after which it is presented to the Consul of the im- 
porting country for legislation 

Consular Invoice —In many countries advalorem 
import duties are charged and m order to avoid 
incorrect returns it is requited that the importer 
shall present an invoice containing the FOB price 
and shipping charges duly certified as to correctness 
by the Consul of the importing country stationed m 
the exporting country The invoice so certified is 
termed as Consular Invoice 

A special form is required and the exporter or his 
agent has to swear as to the accuracy of prices after 
which the Consul appends his signature m return for 
a prescribed fee This is prepared in triplicate or 
more One copy is retained by the Consul one 
being fonvardeJ to the customs authorities m the 
port of destination and other handed over to the 
exporter who forwards it to the importer with other 
documents 

Where the law of the country requires the use of 
Consul Invoices they are compulsory, and the goods 
cannot be obtained bv the importer without invoices 
of that type in fact m certain cases, a heavy fine is 
payable if such invoices are not available Where 
there is no such legal lequiiemenls the use of such 
document would be a waste of time and the Consul 
would Tef_se to sign the invoice However, their 
benefit m easying the task of examination of the goods 
at the port of destination cannot be overlooked as the 
customs authorities may rely on Consular invoice 
Dead Freight — In case of Charter party agree 
ment where whole of the ship is hired for a particular 
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voyage, freight is usually calculated at so much per 
ton if the ship IS not *uUy loaded the Charterer te 
the merchant hiring the vessel is required to pay the 
difference between the total agreed freight and the 
actual freight on the cargo shipped This difference 
so paid IS termed as ‘Dead Freight It is the freight 
for which no benefit has been achieved It is also 
termed as ‘Dead Weight Tonnage 

Lay Days —Certain days are allowed for th * load- 
ing and unloading of the cargo from the ship These 
d^s are termed as Lay Days* In case the ship is 
detained beyond these lay days, the shipper has to 
pay an e-^tra charge termed as ‘Demurrage 

Mate’s Receipt — Whfen goods are received on the 
ship from the docks the packages are counted and 
conditions of the goods noted in the presence of the 
representative of the exporter, who will assent to the 
protest against the remarks which the ship’s officer 
may desire to pass on the condition of packing 
When the process of taking the goods on the ship is 
over, a receipt for them called Mate's Recei^ is 
given by the Captaxn of the ship to the agent. This 
receipt may be clear or foul A clean mate’s recemt 
certifies that the goods are in good coiidition On 
the other hand if any defect is noted, then the 
receipt is termed as a ‘Foul Receipt 

Bonded Warehouse — ^These are special ware- 
houses owned by the governrnent in which goods 
may he till the payment of the duty If the importer 
is not in immediate need of the goods imported by 
him and has no godown of his own or has the in- 
tention of re exporting them, he can, without the 
payment of duty, have them removed in a special 
warehouse Such warehouses are termed as Bonded 
Warehouses Here goods he under the supervision 
of the customs authorities, and rent may be charged 
for the use of these warehouses 
7 
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Advantages — (I) It is made possible for the 
merchant to take delivery of as much quantity of 
goods as he requires by paying custom duties on the 
portion taken out, 

2 It enables the importer to re export a part of 
the goods, if they are not required for that country 
without paying the customs duties 

3 This system also enables the merchant to sell 
the goods by endorsing the Warehouse Certificates 
given by the Customs Office for the goods lying in 
their warehouse 

4 Unsaleable goods can be destroyed without 
paying the duty and thus the import duty on such 
goods can be saved 



Q 67 What J5 a debil Note You haTe retnrned 
two empty cases to a rirm from whom you purchased 
goods Prepare a Debit Note for Rs 6/* 

Ans Debit Note — It is similar to an invoice and 
IS generally used to correct an error It shoves the 
particlars for which the account of the buyer or 
seller is debited It is generally sent in the following 


(i) From the buyer to the seller, when the former 
18 either returning defective goods or is returning 
empty packages etc, 

00 If the buyer has been overcharged then the 
buyer would sent a Debit Note, while if the buyer 
has been undercharged, the seller would send a 
99 
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Anarkali 

R/i TL A r. j « Lahore, 1st Jan 1942 
Messrs The ^gra Book Store 

Dr to Bahadur Mai & Co 


Rs As P I Rs As P 
6 0 0 


Q 68 What is a Credit Note ? Prepare a Credit 

Note using imaginary particulars (1938 R B) 

A Credit Note is just the reverse of the 
D®bit Note and is sent by the seller to the buyer in 
the followinc: cases — 

(0 When the buyer has returned defective goods, 
empty cases etc 

(ii) When the buyer has been overcharged 
It 18 generally printed m red ink to distinguish it 
trom an invoice 


Specimen of a Ciedit Note — 

Messrs Dorab & Sons 
Allahaoad 



Cr by Murari Book Depot 

I , Rs As F Ks As P” 

2 Iilodern Bus ness Training by I 
I Grehbv returned j 4 0 0 

Q 69 Prepare an invoice from the following parti 
culars I 


Messrs Krishna & Co Cawnpore sent the following 
goods to Messrs Kapoor & Sons, Benares, and draw on 
them a bill for the amount payable two months afler date 
Trade discount to be allowed 5 p c 
72 yds Tweed at Rs 2 8 a yd 
48 yds Serge at Rs 5 a yd 
60 yds Gray Flannel at Rs 3 12 a yd 
Packing and forwarding charges Rs 7.8 
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Also prepare the drait 
Ans 

INVOICE. 

Cawnpore 
1st Jan 1942. 

Messrs Kapoor & Sons. 

Benares 

BOUGHT OF 
Krishna & Co , 




Rs As P 

'Rs As P 

72 

Yds Tweed @ Rs 2 8 

180 0 0 


48 

Yds Serpe 5 0 

240 0 0 


60 

1 Yds Grey Flannel @ 3 12 

225 0 0 


1 

1 Less 5% Trade Discount 

645 0 0 


1 


32 4 0 





612 12 0 


1 Packing and Forwarding 






7 8 0 


1 Charges 


620 4 0 


Per E 1 R Goods Tram E, d O E 

Krishna & Co 

Draft — Cawnpore 

1st Jan, 1942 

Stamp Rs 620 4 0 

Two months after date pay to our order the sum 
of Rupees Six hundred and twenty, annas four only 
•value received 

_ Krishna & Co 

To 

Messrs Kapoor & Co 
Benares 
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^ Q 70 Messrs Tnpafhi & Co , of Bombay have sent 
the following goods to the Manager, Students Cooperative 
Stores, Chandausi — 

12 Copies Elementary Book keeping by Sohan Lai @ I 8 
500 Exercise Books @ As 2 per book 
100 Map Drawing Books @ As 4 per book 
15 Model Exercises in Shorthand @ As 12 per copy 
Packing and Forwarding charges Rs 12 8 
Terms — 15^ Trade Discount and 2’*^ within a month* 
Prepare the invoice tn proper form 


Ans Bombay 

The Manager 29th April 1941 

Students Co operative Stores 
Chandausi 

BOUGHT OF 

-r TRIPATHI&Co 

1 erms 2J% v/ithin a month 




Rs AsP 



Elementary Book keep lurbv 




Sohan Lai (% Rs 1/8 

18 0 0 



Exerc se Books As 2 

62 8 0 


100 

Map Draw ng Books tS 4 as 

25 0 0 


15 

Model Exerc ses 12 as 

114 0 




116 12 0 



Less 15% Trade Discount 

17 8 0 





99 4 0 


Packing and Forward ng 




Charges 




Total Rs 


111 12 0 


E & 0 E 


ACCOUNT SALES — 


TrIp^th & Co 


Q 71 On 5th Jan 1933, Mool Chand Ratan Chand of 
Delhi, Consigned per SS Rajpufana 500 bags of oil seeds 
(each bag containing two cwt > to the Eastern Trading 
Company Ltd London 
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(6) Bank Draft ■ 


IMPERIAL BANK OF INDIA 


No 191 
£419-18-6. 


London 
Feb. 10. 1933. 


On demand of tins First of Exchange (second of 
the same tenor and dale unpaid) pay to the order of 
Messrs Mool Chand Ratan Ckand the sum of pounds 
four hundred and nineteen, shillings eighteen and 
pence su only value received 


For Imperial Bank of India, 
Imperial Bank of India S Smith, 

Delhi Manager 

(c) Amount in terms of rupees at Is S^’/ajd 
Rs 5628—5 — 0 approximately 

Q 72. Prepare an Account Safes for 100 bales of 
Cotlon from Patel & Co , Bombay per S S Arabia’ sold 
in Liverpool, Sydney Webb 6 Co @4|(} per lb Gross 
weight 384 cwt 1 are and draft 14 cwt The expenses 
incurred are freight |d per lb on gross weight. Fire 
insurance on £ 850 @ Dock dues £8 ISs Selling 
expenses £2 5s Cd Commission @ 2^% 

How will the net proceeds be remitted to the con« 
Signors, and what would be the amount realized by them 
In rupees at the exchange rale of Is 6tl ? 


( 1938 U P ) 
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Ans Accoo-t Sales oi 100 bales of cotton lecetved 
„ I ■; Arabia and sold by tbe undersigned on 
Account ;nlisk of ^''-sr. Patel ^ Co ^Bombay___ 

100 bales of cotton 
Gross weight 384 cwt 

Less Tare & draft 

Net weight 370cwt=-414401bs 

41440 lbs @ 4id per lb 
Less Expenses and Commission- 
Freight id per lb on Gross weight 
I e 384 cwt =43008 lbs ^ 

Fire insurance on £ 850 at .% 

Dock dues 
Selling Expenses 
Comm ssion on 2 777 at 2^ 

E iS:0 E” 

Liverpool For Sydney Webb & Co , 

29th Oct 1941 Managing Director- 

How the net proceeds he remitted to the consignor - 
The agent can remit the net proceeds by means o£ 
a Blnk Dfa?t which is a B/E drawn ^ one bank upon 
another The agent will deposit 14 “ 

bank and m exchange will eel n 

•Will be drawn in favour ol Messrs Patel & Eo , on the 
Tgent of tbe former book ,o ndia This draft will be 
slot to India to Messrs Patel a & who on presenta- 
tion will get the payment from the drawee bank 
Amount ol Ae A/S «= ol rupees - 

n 73 On 10th Jan 1940 Peter While 6 Sons o! 

Madfas consigned 50 Barrels o! Coflee per S 5 Malwa 

” James Wifson & Co, London to be sold on Iheir 
account and risk The following are the details regarding 
the shipment and Ihe sale ol the consignment- 

Cross weight 96 cwt 2 qr 8 lb Tare 0 cwt 2 qr 12 lb 
Draft 2 ewt 1 qr 8 lb Sold at 68/ per cwt 
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Charges. — Entry, Dock an<! Town dues 13/ Marine In 
surance on £ 350 at 10 % and sip Freight on 96 cwt 
2 qr 8 lb at 47/6 per ton of 20 cwt Cartage and Portage 
£ I. 3s 6d Fire Insurance 6^ , Auction Expenses 8/4; 
Bank Commission and Interest on charges 9 , Commission 
and delcredere commission 2^% 

On the 5lh March 1940 an A/S was rendered and the 
proceeds were remitted by a Bank Draft 

You are required («) to prepare the A/S in proper form 
(b) to make out the Bank Draft and (c) to calculate the 
amount of the draft In rupees at the exchange rate of 
Is 6d 

(a) ACCOUNT SALES. 

Ans Account Sales of 50 barrels of coffee received 
per S S 'Malwa' from Madras and sold by the under 
signed for account and risk of Messrs Peter White 
ft Sons 


cwt qr lb 

£ s d 

£ s d 

Gross we ght 96 2 8 ; 

Less Tare 9 2 12 

Draft 2 18 11 3 20 

Nett weight 84 2 16 

at 68s. per cwt 
Less Expenses and Commission ' 
Entry dock and Town Dues 

1 

0 13 0 

287 15 9 

Marine insurance on £350 at 10/ % 

1 15 0 


Freight on Gross weight al 47/6 

n 9 4 


Cartage and Portage 

1 3 6 


Fire insurance 

0 6 C 


Auction Expenses 

0 8 4 


Bank commission and interest on 
charges i 

0 9 0 


Commission & Delcredere at ' 

7 3 0 

23 7 8 

Net Proceeds 


'£264 8 1 


E & O E 


London 
March 5, 1940 


For James Wilson & Co 
James Wilson 

Manager. 
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6) BANK DRAFT. 

National Bank o£ India Ltd 
No 151 1 ondon 

£264 8 1 Marchs 1940 

On demand of this First of Exchange, (second of 
the same tenor and date unpaid) pay to Messrs Peter 
white & Sons or order the sum of pounds two hun- 
dred and sixty four, shillings eight and pence one 
only, value received 

To For National Bank of India Ltd , 

National Bank of India Ltd S Smith 

Madias Manager. 

( o) Amount of the draft in terms of ’upees™ 
Rs 3525 6 3 Approx. 

Q. 74 Make out an A/S for 100 bales of wool from 
Trumper & Waddy, Sydney, per S. S ‘Southern Cross' 
sold in London by Walter Smith & Co , at 6|d per lb. 
Gross weight 385 cwt , Tare and Draft 1 5 cwt , the charges 
15 cwt The charges payable are • freighted per lb on 
gross weight and primage 5% Fire insurance £5 15d 
Dock dues £ 17 Sale expenses 31s 6d Commission 2 ,%. 
Due date, March 30th 1934 

(1935 R B ) 

ACCOUNT SALES 

Ans Account Sales of 100 bales of wool received 
pet S S Southern Cross and sold on behalf and risk 
of Messrs Trumper & Waddy. Sydnes 
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100 bales wool 

1 £ s i 


Gross weight 385 cwt 
-Less Tare & Draft 15 cwt 

Net weight 370 cwt 

Freight 

5% Primage I 

89 16 8 
+ 9 10, 

J S d 

|n22 6 8 





17 0 o| 


Commission 2\% 

111 bl 

28 1 2I 

146 14 2 

1 

975 12 6 


March 30 i934 v\ alter Smith & Co » 

W Smith 

‘ Director 

^ export invoice 

for ?500 pieces placed an order 

Agency Ltd London th2 '*’* Eastern Export 

made by a 60 dpve ’ 5^* P^J'ment for the goods to be 
to Bombay per Ts 1 ‘ °{^ shipped 

‘he shipping docLLr«T''^", 1932 and 

the National Bank nf i a forwarded to Delhi through 
Shipment a'l^rfonows^^^*^' particulars of the 


Three cases marfcprf I I 

pieces porcelain ware " f'' ^ S I each containing 500 
eountat Packing I ®®'"hay I total £438 less dls 

carriage to port 2 s L “ch case, 

«ase, Freight at y- 3 in n r. « . 7n ‘charges 3s per 

surance on /450 at 4 I 3 rf .? i^i ’ Marine in 

by the shippers ® ^ «P«nses were paid 


INVOICES AND ACCOUNT SALES lOg" 

You are required (a) prepare an invoice of the 
shipment (’6^ to give the docamenfary bul as drawm by 
the exporters and (c) to stale the procedure the importers 
must follow (after the receipt of advice from London) in 
order to get the goods to Delhi. 

( 1932 U. P ) 


(a) INVOICE 

Ans Export invoice of 3 ca^es containing porcelain 
wares shipped by the undersigned per S S* Himaliya 
from London to Bombay by order and for account 
and risk of Messrs. Hap Nur llah) & Sons, Delhi. 



Insurance effected here as per instructions. Indent No. 106. 
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(6) DOCUMENTARY BILL 

London 

No 296 Feb 6 1932 

I Stamp Ebtcbange for £ 463 — 1 3 0 

Sixty days after sight of this First of Exchange 
(second and third of the same tenor and date unpaid) 
pay to the order of the National Bank of India Ltd 
the sum of pounds four hundred and sixty three 
thirteen shillings sterling value received against a 
consignment of 3 cases of potcelian wares marked 



Shipping documents — Invoice, B/L and Insurance 
policy to be surrendered on Acceptance 

For Eastern Export Agency 
To J* M Rex 

Messrs Haji Nur Elahi & Sons, Secretary 
Delhi 

Cc) Procedure to be followed by the importer to 
get the goods to Delhi — ^The importer after accepting 
the draft, will obtain the shipping documents which 
will be sent to a clearing agent m Bombay Th“ clear 
mg agent will undergo the various formalities at the 
port See answer to question no 62 
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Q 76 On 10th Feb 1934 Douglas Fraser & Sons 
Ltd London, shipped the foUowing goods per S S 
‘Demos to Bombay by order of Banshidhar Ramgopal 
General merchants Delhi — 

Ten Cases marked B R each containing 500 pieces 
of Artificial Silk Trimmings (SampI" no 87345) each 
piece of 8 yards at Ig d per yard less 12j?o The 
Charges m connection with the shipment were — 
Packing 7s 6d per case Carraige to port 12s, Dock 
charges 17s 6d B L etc 5s Freight at 20s per ton of 
40 cubic feet plus 10 , the measurraents of each case 
being 60 x 42 x45 Insurance on £250 at 5s % Com- 
mission at 5s % 

A thirty days after sight D/A bill is drawn m dup- 
licate for the amount of the invoice and the shipping 
documents are sent to Delhi through Eastern Bank 
Ltd You are required {aj to make out the invoice of 
the goods to calculate in pence the price per yard 
C 1 F Bombay (ej to draft the second copy of the 
Bill (1934 U P ) 


Ans (a) Invoice ot the goods 

Elxpoit Invoice of 10 cases Containing Artificial 
Silk Trimmings (Sample no 87345) shipped by the 
undersigned per S S Demos from London to Bombay 
to the order and risk of Messrs Banshidhar Ram 
gopal, General merchants Delhi 



Insmance We as per mslroaions 
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I. Commission IS to be calculated on the Total 
amount including eitpenses. 

(h) C I F. (Cost, insurance and freight) — it sig- 
nifies the price including insurance and freight, those 
being paid by the seller. 

Therefore C. L F. price per yard would be 
£ 216-15-6 divided by 40000 

- I 6037 , 

“ '20® 


(c) Second copy of the Bill — 

No. 14 London, 

Feb. 10-1934. 

Stamps Exchange for £ 216-15*6 

^ Sixty davs after sight of this Second of 

exchange (first and third of the same tenor and date 
unpaid) pay to the order of the Eastern Bank Ltd the 
sum of pounds two hundred and sixteen, fifteen 
shillings and six pence sterling, value received against 
aconsignment of ten cases of Ai' ^ — 

mings (Sample No. S7345), marked 


Shipping documents to be surrenderd on Accep 
tance 

For Dougles Fraser & Co. Ltd 
D. Fraser 
Manager 
To 

Bansbidhar Ram Gopal, 

General Merchants. 
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Q 77 On 10th Jan 1937 Messrs Atkinson & Co , 
Manchester shipped the following goods per S S City 
of Lucknow to Bombay to the order of Messrs Baijnath 
Gangadhar, Cloth Merchants, Cawnpore 

5 Cases marked B G each containing 75 pieces of 
shirting at 10s per piece of 40 yds The charges in 
connection with the shipment are — packing lOg per 
case carriage to port 12s , shipping charges 5s , freight 
25s per ton of 40 cubic feet and 10% primage , 
postage and bid stamps 3s 6d Bill of Lading 2s 6d , 
Insurance £ 250 at I Os percent Commission £5 The 
measurements of the cases were 4'0 X 7'9 x 3 0 

Make out the inToice m proper form and calculate 
the price in pence per yard C 1 F Bombay 

Ans (a) Invoice 

Elxport Invoice of 5 cases containing 375 pieces of 
shirtings shipped by the undersigned per S S ‘City 
of Lucknow* from Liverpool to Bombay to the order 
and risk of Messrs Baij Nath Gangadhar, Cloth Mer 
chants Cawnpore 



effected hgfe ns per tnstruchons Inderit Nb. 305 




Manchester, 

Jan. 10, 1937 Atkinson & Sons. 
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("b} Puce pet yard C I F Bombay 

£ 203-1-5 diviaed by 375 X 40-1 5000 yds. 

- 3 P<!n<=<! P« 

Q 78 On 15th J&n 1939 Messrs Allen Bros & Co 
of Manchester, shipped the foilnv/ing goods per 5 S 
Light of Asia to the order of Messrs Himmatram 
Kirpashanker of Bombay — 

Ten Cases marked Bombay each contaming 
50 pieces of Grey \ f Shirting at 12s pei* piece 
of 40 yds The charges \j m connection With the 
shipment are j^acbmg Ss per case . carriage to port 
12s 6d Shipping charges I Os . Bills of Lading etc 
3s 6d Each case measures 4' — 6 ' X 3' - 8'' x 3 — 4" 
and freight is charged at the rate of 22s per ton 40 
cable feet and 10% primage Insurance is to be effected 
on £350 at 5s per cent 

A thirty days D/A bill is drawn in triplicate for the* 
amount of the invoice and the shipping documents are 
sent to Bombay through the National Bank of India 
Ltd , Bombay 

You are required ( o) to make out the invoice for 
the goods and (W to draft the first copy of the biU 

(1939 U P y 


(a) EXPORT INVOICE 

Ans Export Invoice of 10 Cases containing Grey 
Shirtings shipped by the undersigned per S S. ‘Light 
of Asia from Liverpool to Bombay, to the order and 
risk of Messrs Himmatram Kjipa Shanker, Bombay 



insurance effected here as per instructions Indent No 221. 
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{b) First Copy of the Bill 

Manchester 

No 102 15th Jan 1939 


Stamp 


Exchange lot 321-6*3 


Thirty days after sight of this First of Exchange 
(Second and Third of the same tenor and date un- 
paid) pay to the order of the National Bank of India 
Ltd , the sum of pound® three hundred and twenty 
one shillings six and three pence only, value received 
against a Consignment of 10 Cases of Grey Shirtings 

Shipping documents to be surrendered on Accep- 
tance 

For Allen Bros & Co 
A Allen 
Proprietor 
To 

Messrs Himmat Ram Ktipa Shanker, 

Bombay 

Q 79 Make out ao invoice (rom the following 
particulars — 

Sellers- Southey & Co , Sheffield Shipping Agents 
Cocks and Barrel Liverpool; Buyers — Sleaford and 
Co Durban One case, 3'— 6"x4' — 9"x3' — 3" 
marked ‘S & Co (In a triangle) 126 Durban’ contain- 
ing 6 Silver Flask 7’’’ @ £I 8 6 each , 6 Solid Leather 
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Holfter Cases Urgie @ 13s each ; 6 doz«n Silver 
Coffee Spoons No 8342 @ £2*18 6 per doz., 3 Maho 
gaoy Canteen Cabinet (105 pieces) at £4l2 0 each 
1 doz 3 bottle E P N S , Lunch Cruets No 86, at 
]3s 6d each, 1 E 1* N.S, Siphon Stand No 21561 
at £ 3 1 0 j 1 After noon Tea Set Plain No K 146 at 
£ 2 . 15'0 less l5^/a T rade Discount , Charges , Freight 
£'2-8>0 per ton of 40 cubic feet plus 10 p c primage, 
Carnage 8s 63 , Dock charges and B/L 4s ; insu- 
rance 10% above invoice value at 10s 6d plus stamp 
per star of Africa (1041 UP) 

EXPORT INVOICE 

Ans Export Invoice of one case containing the 
undermentioned articles sold by Southey and Co, 
Sheffield and shipped by the undersigned per S S 
Star of Africa from Laverpool to Durban, to the 
order and risk of Messrs Sleaford & Co Durban 
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Approximately on £60 
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Q 80. Make oat a shippia? invoice firom tbe fol> 
lowing particulars * — Consignors — Alfred & Co , Man- 
cbester , Consignees — Gopal Das Bros Bombay 
10 cases eacb measuring V-Z” x2'9" liZ' marked 
Bombay 71/80 slupped per S S ‘Arabia*, Con- 
^ tents €0 pieces. Grey sbirtings per case eacb 
40 yds at 3id per yd Charges i — Packing 10$ per 

case, Freight at 21s per ton (40 cubic feet) plus 10%, 
Shipping charges 218 B/L 6d , Insurance at 5s % on 
10% above invoice vatoe Date 1st Feb, 1934, 

(1934 R B) 


SHIPPING INVOICE. 

Ans. Export Invoice of 10 cases containing grey 
shirtings shipped by the undersigned per S S 'Arabia 
from Manchester to Bombay to the order and risk of 
Messrs Gopal Das Bros. Bombay 



Insurance effected iiere ss pef jflstracttoas. 
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Q 81 Mate onl aa Export InToice from the 
foEowini' parbcolare — 

Coneignors— Graham A Co , Mancheeter Coosigaees* 
Amnl Lai Thakor Karachi 10 Caaee each meanmng 
3'— 4*X3 X2* marked Karachi 21 '30 shipped 

per S S Indiana. 

Contents— SO pieces Twin Pattern No 3S6 each case 
at 12si Sd. per piece of 40 yards each 

Charges* — Packmg 10$ per case, Freight at 25s* 
per steamer too of 40 cabic feet ploslOjg. Shipping 
charges 15s. BL6d Insurance at i% Date 3rd Jan 
1936 


EXPORT INVOICE 

Ans. Export Invoice of 10 Cases' of Twill Pattern 
No. 386 shiDped by the undersigned per b S Indiana 
from Manchester to Karachi to the order and nsk of 
Messrs Amnt Lai Thakor Karachi 
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Q 82 Gire an export invoice using imaginary 
particulars (1937 R B ) (1938 R B } 

Ans Refer to any of the preceding invoices 

Q 83 Make out a Loco invoice m a proper form 
for the following goods, supplied by Smith & Co 
Manchester at Liverpool per S S Oriental for Bombay 
by order and for aceooat and risk of Seth Hira Chand 
Agarwal & Co Bombay 

One case 50 pieces 27* Sicilians 

3Q pieces BUck Serge 20/60J, 10/60 yards at 9d 
pec yard 

20 pieces Blue Serge 12/60 8/61 yards alBd per 
yard 

Packing 10$, Carriage to Liverpool 6s, Freight at 
60s and 10^ primage per ton of 40 cubic feet Case 
measuring 50 x 54 X 10 Dock charges 5s Jnsurance 
at 10s % for 10% over invoice value Commission 2f%. 
Disbnctive marks on packages * Diamond ’ Indent 
No 30 (1939 R B ) 


LOCO INVOICE 

Ans Loco invoice of one case containing 50 
pieces 27 Sicilians shipped by the undersigned per 
5 S Oriental from Liverpool to Bombay to the 
order and on account and risk of Seth Hira Chand 
Agarwal & Co Bombay 



Insurance effected here ns per ins tructions 




CHAPTER VII 
INSURANCE. 

Q 84 Insnraace U a coattraet of Indemolijr 
Explain the tneanins of this statenent Is it tree of 
all classes of insarance ? Fire insorance fs a contract 
of indemnity and requires atmost good faith Explain 
(1937, U P., R. B ) (1031, R. B ) 

Insurance is a contract of indemnity It means 
that the insured cannot make any profit out of the 
occurrence of fire for he cannot recover more than 
the actual loss sustained by him 

In case of fire insurance and marine insurance, the 
insured cannot recover more than the value of the 
property destroyed by fire or lost by pen s of sea. 
The insured is only to be placed by the insurer m the 
same position as he was before the occurrence of the 
loss If a person insuies his property for a value 
higher than its real value, then m case of loss he can- 
not recover more than the actual value of the property 
Thus the observance of this principle prevents any 
fraudulent destruction of properly by fire to a great 
extent 

This principle of indemnity is not applicable to 
Life insurance Under Life assurance contract the 
insurer definitely undertakes to pay a fixed amount of 
money either at the death of the insured or after a 
fixed number of years. The insured is at liberty to 
insure Kis life to as many companies and for any 
amount he likes and in case of death, his representa- 
tives can recover the whole of the money due to 
various companies 
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But in ca«e of Fire and marine insurance if 
double insurance is effected, i e if the property is 
insured with more than one company and the total 
amount exceeds the actual value of the property tl e 
insured cannot recover in total more than the actual 
loss sustained by the insured 

Observance of utmost good faith — 

An insurance contract like other contracts must 
have an offer and acceptance It has however two 
special features Firstly the insured should have an 
msuraole interest in the subject matter of insurance 
secondly they are said to be contracts uberrimae fidie 
1 e the observance of utmost good faith There must 
not be any misrepresentation fraud or even a mistake 
A full disclosure of all material facts must be made by 
the insured otherwise the under writers will have 
the option of cancelling the contract 

Q 8S Distinguish between double insurance end 
Re insurance 

A person insures his property worth Rs 40,000 
against fire with A & Co for Rs 3,0000 A little later 
he insures the same property with B & Co for a like 
amount, the policy issued by the company containing 
the ’Average clause’ Both the policies being in force 
the property is partially destroyed by fire and the 
damage is estimated at Rs 20 000 What is the total 
amount that the insured can recover (i) from A & Co 
(ii) from both the Companies 

If the insured policy is sold, is the buyer entitled to 
the benefits under the policy of insurance 

Double insurance and lemsurance — 

If an insurance company has accepted a ’•isk 
beyond its means, it can enter into contract with 
other insurance companies for the same risk And 
this insuring of the whole or part of the risk with 
another company, is termed as Re insurance Thus 
9 
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Re-insurance is simply a means by which risks taken 
beyond ones capacity can be shared with other 
companies 

Are-insurance contract does not affect the original 
insured but it forms a new contract between one 
insurance company and another and insured can 
recover his money from the company with whom he 
originally insured the properly and not from the re- 
insuring company- This applies to all forms of 
insurance contract 

Double-insurance — 

When an insured effects more than one insurance 
on the same adventure or interest it is called double 
insurance In Life insurance the insured can recover 
the value of all the policies but in case of hre and 
marine, as these are contracts of indemnity only, the 
insuted cannot recover more than the value of actual 
loss sustained by him Thus if the total amount of 
all the pol'cies exceed the actual value of the property, 
the insured can recover only the actual value of the 
property lost And all the insurers are legally liable 
to contribute rateably their proportionate parts 
towards the payment of the risk to the insured- if 
any insurer pays mote than his shares, he is entitled 
to get contributions from other insurers. 

In the question it is a case of double-insurance and 
the policy is subject to Average clause — which means 
that in case of under insurance, (i e- insurance for an 
amount below the actual value of the property), the 
insurance company shall make a corresponding under 
payment of the loss 

Here the properly is worth Rs 40,000 but it has 
been insured for Rs 30,000 with two companies- 

In the first case, as the property has been insured 
to the extent of tbe 7^ of the actual value of property 
and thus the insured can recover only 75^ of the 
Loss, because for the Temaintng 25% he will be sup- 
posed to be his own insurer. Here the loss amounts 
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to Rs 20,000, and the insured can recover only 
2 M00 x3 _r^ 15,000 only 

Secondly though the property is insured with two 
companies, but the insured cannot recover more than 
actual loss sustained by him as Fire insurance is a 
contract of indemnity Thus the insured, in toto, can 
recover only Rs 1 5 000 

He can recover Rs 1 5,000 either from A Co or 
from B Co and each company is entitled to contri- 
bute rateably i e equally as they have undertaken 
risks of the equal amount 

Thus the insured can demand from A Co any 
amount upto Rs 1 5000 and if A Co pay more than 
his share viz Rs 7,500, he is entitled to recover the 
extra paid by him from B Co 

From hath the compantes, the insured can only 
recoverRs 13000 m all and not more 

If the insured property ts sold — 

A fire insurance contract is a personal contract 
between the Insured and the insurer, a fire policy can- 
not be assigned without the consent of the insurer 
Thus if the properly is sold the sale does not auto- 
matically transfer the benefit of insurance also But 
if the transfer is made with the consent of the insurer 
the buyer gets right to recover the money 

But by sec 49 of the Transfer of Property Act, the 
transfer of any immoveable property entitles the 
transferee to recover the amount, in case cf loss by 
fire, which the transferor is entitled to receive from 
the msurarce company. 

Q 86 You have deaded to assure your life for 
Rs 10,000 Trace the venous steps you would take 
to obtain the Policy (1936 U P) 

Ans The person desumg to effect an insurance 
upon his life will be required first to fill up a pro- 
posal form This proposal form is an important 
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document as on its inlormabon the contract between 
the assured and the insurance company will be based 
This proposal form contcons a number of questions 
concerning the age health past history of the family 
of the assured his mode of life etc These questions 
must be answered in absolute good faith because any 
wrong statement made by the proposer would render 
the contract voidable at the option of the insurance 
company 

Then the proposer would be required to undergo 
a medical examination On receipt of the favour 
able information from the doctor the company would 
consider tne proposal and would quote the premium 
to be paid bj the proposer In case of extra hazar 
dous or underaverage 1 ves such as those of people 
suffering from certain diseases an extra premium is 
charged Thi« is t-rmed as Loading the p emium 
When the first premium is paid by the proposer the 
contract would be complete and the risk commences 
Afterwards the company would issue a policy 
which IS a stamped document containing the terms of 
contract It is signed by the two driectors and coun 
tersigned by the manager 

Then the insured will be asked to submit a proof 
of his age if It has not been proved iti the beginning 
This proof of age may be a copj of the horoscope or 
of the register of births in Municipal Offices or other 
wise When the certificate proving the age is accepted, 
the insured should ask for a certificate of admission 
of proof of age so that his legal heirs may not be re- 
quired to prove It m the event of his death 

Q 87 What do you understand by Insurable In 
terest m connection with life fire and marine insurance’ 
Must the insurable interest exist at the tim“ the insu- 
rance IS effected or at the tune the loss or damage 
occurs 

What is the effect of an average c ause in a fire 
policy (1936 R B)(193SU P> 

Ans Insurance contracts like ordinary contracts 
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roust have ($) offer and acceptance (ti) competent 
parties (tti) Lawful object (%v) free consent etc But 
besides these an insurance contract must possess two 
more features 

I Insurable interest and 2 Ubernmae fidei * e 
observance of utmost good faith 

Insurable interest forms the very basis of the in- 
surance contract It means that insured should 
possess such an interest m the subject matter of the 
policy that he would benefit by the safety of the 
subject matter insured and suffer a pecuniary loss m 
the event of its being destroyed or damaged 

In case of hfe tnsurance a person can insure his 
life for any amount as he is supposed to have an 
unlimited interest m his own life besides the follow 
mg persons also possess an insurable life interest ~ 

1 A surety to a loan transaction in the life of 
the person for whom he stands as surety but only to 
the extent of the amount of loan 

2 A partner in the life of another partner 

3 Parent in the life of child if they are depen- 
dent on him 

4 A husband in thc life of his wife or vice versa 

5 A child m the life of his parent, if he is sup- 
ported by them 

In Case of Fire insurance — 

Like other insurance contracts m fire insurance too 
the insured must have an insurable interest in the 
property insured Here insurable interest, generally 
speaking amounts to ‘any existing tight in the pro- 
perly The followings are some examples of it 

(1) An owner in his own goods 

(2) An agent m the goods of the principal 

(3) A trustee m the property he holds for trust 

(4) A common earner in the things which have 
come in his possession in the ordinary course of 
his trade 
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only 4 of 5000=Rs l»250 and he would himself bear 
the balance of the loss viz Rs 3,750 

The average clause is ineffective when the insured 
has insured the properly for the full value Hence it 
IS evident that the average clause panalizes under- 
insurance and the insured is supposed to be his own 
insurer for the rest of the amount 

FIRE INSURANCE 

Q 88 What steps would you take to get your 
house property insured against fire ? What is the 
effect of an average clause lo a fire policy ? 

<1932 U, P) (1934 R B) 

To insure one’s property against fire, the first 
thing to be done would be the filling of a Proposal 
form which will form the basis of the insurance con- 
tract In It all the information must be correctly 
stated and all material facts should be disclosed in 
utmost good faith When the proposal has been 
considered, the company will fix the premium In 
case of fire insurance the premium cannot be fixed 
with mathematical precision as m case of life insu- 
rance but Its fixation is a complicated affair and 
depends on variety of circumstances. 

Then the proposer will be required to pay the 
premium when the premium has been paid, the 
company will issue a stamped ‘Cover note’ which 
protects the insured, till the policy is issued 

In common and simple cases such as proposals 
for insurance of dwelling houses or goods warehoused 
in a well known and safe place, the company may 
quote the premium at once and the policy is issued as 
soon as die premium is paid But m other cases 
specially when the location of the properties is not 
at an admittedly safe place, the risk to be undertaken 
is first investigated by surveyors appointed byi^e 
company and on consideration of the report of the 
surveyor, the rate of the premium is fixed, or the 
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. When accepted, a policy is 
Av'l >•'■> P'<=";™m charged Effect ot 

Average clause See question No 87 

"P'o’n different types of policies 
that are generally issued by fire insurance offices. 

(1539 U P.) 

n„I™ are the various Itmds o( 

policies generally issued by Fire Insurance Offices _ 

I. Valued Policy 

policies the value of the property as 
fifj . ! 1 '"®«rance company is stated and in 

thua loss, the insured IS not required to prove 

oenpsp 11 ® a property Such policies are 

«^«oted m cases where n is difficult to esti- 
mate the value of the lost property 

DaJrtr°^ ff m case of total loss, the company 

Lr value of the ™op«,r ' *' 

however, provide for the revalua- 

or d.prlt^.;T1,r^?„Ttl7„:^“''‘'' 

2 Floating Policy 

‘lluMuanov°’h‘"' '*•' S°»ds Pfh 

looked an ',»!»5of them maybere 
momHv day and replaced by another undir it the 
property insured is situated in diffeient places 

lying « foP'rally taken m case of goods 

moval by^.hi?u„f^i j’*'’" "arebouse. pending re- 

3 Specific Policy s 

to tafcen for a specific sum payable 

that amonnr nrv S®*® 1*^® reaches 

of the erortd.rtv *^® market value 

Dolicv for Rq 4 ** e. iji if a person takes a 

propernes worth Rs 16.000, 
and the damage done by fire is estimated to be 
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Rs. 4000. he gets Rs- 4,000 mspite of the fact that 
he insured for only 4 of value Had the damage 
been less than Rs 4.000, he would have recovered an 
amount equal to dam^g® Had the damage been for 
more than Rs 4 000, the policy holder could have 
necessarily recovered Rs 4 000 only and not more 

It will be noticed that m such policies 'average 
clause' IS not applicable and, thus undetmsuiatire is 
not penalized 

4 All in Policy — 

Some fire offices issue policies to householders 
giving protection not only against the risk of fire but 
combining with it the risk against burglary, theft, 
damage from causes other than fire etc These poli- 
cies are also termed a* ‘Comprehensive Household 
Policies’ 

5 Average Pohtfy » — 

A policy containing ‘an Average clause' is termed 
an ‘Average Policy In such cases the insured bears 
a rateable portion of the loss i e if he insured for 
Rs 4 000 the property whose value is Rs. 16 000, 
this means that he has insured for only i of the value, 
ard in the case of loss or damage by fire say to the 
extent of Rs 4 000 he will get from the company 
only i of the loss i a Rs I 000 The balance of the 
less VIS 3,000 being borne by the insured 

This average clause is ineffective when the insured 
has insured the property for the full value Hence it 
is evident that iho average clause pendires under- 
insurance and the insured is supposed to be his own 
insurer for the rest of the amount. 

Q 90- What arc the ohbgations to be fulfiifed by a 
person who insures his properly against fire to enable 
him to make a valid claim (1938,39 R B ) 

Ans The insured is required to act in the follow- 
ing way to enable Kim to make a valid claim — 

As the fire insurance contract is a contract of 
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■t the actS^toT" !'° PJ'PPMy IS satisfied about 
help o“Sil° j'* witl. the 
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the course of^a smlS msured property during 

cover in tbe acy,>» ^ ^ Vcar the insured cannot re- 
the Dohev e more than actual amount of 

»bf™J/ ^ '] a policy,* taken for Rs 6 000 and 
the property i, destroyed and loss is estimated to be 
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Rs 2500 and paid Then another time if the pro 
perty is again destroyed the insured can recover 

only the balance viz (6000—2500 3500) and not 
more unless after the first fire the risk Vas fully 
covered by paying an extra or additional premium 

Explain the meaning of the following 

terms — 

Insurable interest (1940 U P, 1939 R B ), Surrender 
Value, Subrogation ( 1940) Salvage (1939K B ) Re 
Instatement clause 

Insurable Interest — 

Ans See Q No 87 
Surrender VaUe — 

The surrender Value of a policy is the Amount of 
money, which the insurer is prepared to pay to the 
assured if the .nolicjv is surrendered or 
Generally in the first two or three years the company 
does not allow any surrender value and the Surrender 
value increases with the duration of the policy and 
the number of premiums paid Thus the older the 
policy, the higher is the proportion of the %urrender 
value 

Subrogation — 

Subrogation is the clause which forms p^jj of tfjo 
lire and marine policies But if the insurer steps in 
the shoes of the insured on payment of the compen 
sation to him * e the insurer is entitled to all the 
rights and remedies of the property destroyed where 
he had made good the loss 

For example if the house insured is destroyed by 
fire set by somebody the insured will receive the 
payment from the insurance company and after the 
payment the insurance company will havt* all the 
rights of the insured » e it can sue upon the third 
party through whose fault the property wa% destroy- 
ed But the insurance company must sug the 
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name of the assured The insured is bound to give 
all racilities to the insurer in such recovery 
Salvage — 

This IS the reward or compensation paid by a ship 
owner to a «alvour for saving or helping to save 
property and life at sea The term is also us-d for 
the property saved 

Re instalement claase — 

making a cash payment, the insurer has 
p on to discharge his liability by reinstating or 
replacing the subject matter of insurance 

reinstatement clause is very useful where the 
kl agree about the value of 

renifr. ♦k ^or in that case the insurer can 

replace the goods by similar ones 

VVhat are the provisions about payment by the 
r^" than on« m 

Denod property during the insurance 

in «.«eni V than one policy 

in existence for the same risk 

More than one fire 

Ans See Q 90 Last paragraph 

More than one policy — 

DnnM* ^ Double insurance (See Q 85 

double insurance ) ^ 

a Ii 2 Policy '* *1 ^*2ar**'ng the assigiment of 

® policy a fire policy cannot be 
assigned without the consent of the insurers But 
Son property changes hands by will or 

thmugh the operation of law the policy on it. while 
passes to the legal 

owner of the same 

In case of fire insurance, the insurable interest 



INSURANCE 


141 


must exist both at the time when insurance is effected 
as well as at the time when fire occurs The assignee 
cannot acquire insurable interest unless there is a 
contract between him and the company If the com 
pany does not accept this change both the ass gnor 
and the assignee lose their claim on the company, 
because the former has transferred his interest by 
assignment and the latter not acquiring it because of 
lack of contract between him and the company This 
means that a fire policy can only be assigned with 
the consent of the insurers 

MARINE INSURANCE 

Q Q4 Certain goods are shipped from Bombay to 
London and are duly insured Explain the nature of the 
losses for which the shipping company and insurance 
company are respectively liable under the B/L and the 
insurance policy Are there any losses which the owner 
will have to bear Inspite of the goods being insured? 

(1940 U P> 

Ans When goods are sent through sea a B L is 
issued which contains the terms of the contract with 
the shipper and serves the purpose of the receipt 
for the goods supplied 

There are certain responsibilities of-the ship owner 
in respect of goods consigned by tKe shipper under 
the B L but they of cou se do'nof cover risks on 
account of any acts of God penis bf sea fire on 
board etc and the insurers liability begins where 
that of the ship owner end^ under the contract 

Nature of losses for tchfck slapping company ts 
liable — 

A shipping company has the responsibility to 
provide a sea worthy ship Thus for any loss arising 
because of un wotthy condition of the ship or because 
of the neglig^ce of its captain or other employees 
the shipping company would be held responsible 
The shipping company mu«t take proper care te 
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protect the goods from risks arising out of ordinary 
weather conditions such as ram, storm etc Then 
again if the goods are destroyed knowingh by the 
employees of the company, the company will be held 
responsible 

Mature of lossta for ichteh insurance company ts 
responsible — 

The insurance company is responsible for losses 
for which shipping company is not responsible which 
are recorded in the * excepted penis clause 

A shipping company is generally liable for the 
following kinds of losses 

(a) Penis of sea— this includes the ordinary penis 
of sea e g stranding, loss by collision 

(h) Loss by fire 

(e) Loss due to pirates, rovers, thieves 

fd.) War captures, seizures restraints and detain- 
ments by princes and peoples 

(e) J^ettison— It means throwing the goods over- 
hoard with a view to lighten the ship 

(f) Barratry of the master and crew 

It must be noted that in special circumstances one 
or two of the above clauses may be deleted e g m 
war times the insurance companies do not take risks 
of capture and seizure 

Losses to be borne by the insured ■ — 

The insured is required to bear all losses for 
penis not covered by either a B/L or an insurance 
policy These losses may, however, be included m 
the policy by the payment of a higher premiums 

Q 95 How Is the contract of marine Insurance 
effected on Lloyds ? (1939 UP) 

Lloyds may be regarded as an exchange where 
the individual insurers and the individual underwriters 
meet for the purpose of transacting business It is a 
sort of association where risks are not accepted by 



INSURANCE 


143 


individual members according to their individual 
capacity. 

Meihod of transacting hustness — 

Business on Lloyds is transact-d through recog- 
nized brokers Any party wishing to insure has to 
approach one of the brokers with his proposal The 
broker will quote his rate of premium and if it is 
accepted^ewill d aw up a memorandum called ‘slip’ 
He will ^en approach the individual underwriters 
with the' slip and will enquire from them how much 
risk each of them is willing to undertake The slip 
would be signed by various underwriters who agree 
to accept the risk In this way the broker would go 
from one underwriter to another until the whole risk 
has been distributed by Us acceptance by several 
underwriters When the slip is thus fully under- 
written the broker prepares a policy on Lloyds 
form and gets it signed by the underwriters for their 
respective amounts He then on receipt of the pre 
mium from the proponent, will hand over the policy 
to him. 

The ‘slip* gives protection to the insured before 
the issue of policy It, however, is a document of 
honour and is not enforceable by Law 

It IS evident that under Lloyds policy, the risk is 
distributed among several members of Lloyds and 
each of them is called upon to pay according to the 
amount of risk undertaken by him 

Another method of transacting business is some- 
times followed under which the proponent sends the 
details of the risk, by a letter and _^e underwriter 
replies by issuing a ‘covering ^note This correspon- 
dence takes the place of ‘slip’ and is similarly dealt 
with 

Q 96 Explain the difference between a ‘General 
Average’ and Particular Average’ and indicate the cir- 
cumstances in which each is applicable 

(1930, 32,37, U. P) 
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General Average — 

Any amount of loss or damage voluntarily and 
reasonably sufiered witli a view of protecting all 
the interests imperilled m the common adventure* e 
inleiest on ship, cargo and freight, is termed as Gene 
ral Average- 

A general average may be occasioned e g hy 
water nseti to eztmgtitsb fire, loss of jettison j e 
throwing a part of the shipment orcargo overboard 
to lighten the ship or burning cargo to provide fuel 
The underljing idea is this that the loss must be caus- 
ed for the protection of the common interest of all the 
parties 

The circumstances under which general average la 
applicable are as follows — 

(0 When the expenditure incurred or the aacnfice 
made is for the common safety of the vessel, freight 
and cargo 

(ii) the loss must be intentional and voluntary and 
not accidental 

(ill) the expenditure incurred must be reasonable 
(n) the common danger must not arise through 
the default of any of the parUes whose vn'eiest has 
been “acnficed 

M here there is a general average loss the party 
on w-om it falls is entitled to a rateable contributions 
from the other parties interested and such contribu 
tion is called a general average contribution 
Particular average lose - 

‘ A particular average is a partial loss of the sub' 
)ect matter insured caused by a peril insured against 
and which is not a general average loss.” 

Difference iehceen the tao — 

(a) A General Average loss is occasioned for the 
benefits of all the parties, while a particular average 
loss arises not for the benefit of any party 
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(2) A particular average loss arises accidently by 
wKichapart ot the property is destroyed while a 
General Average arises not accidently but voluntar ly 
and reasonably 

(3) The General Average loss is borne by all the 
parties whose interests have been protected while a 
Particular Average los« cannot be partially shifted to 
others and must be borne by the person directly 
affected or by his underwriters 

Q 96 A merchant has insured goods worth Rs 1000 
for Rs 800 under a marine policy What amount of 
compensation can he recover in the event of (a) Total 
Loss (h) Loss of half of the goods 

Ans A contract of marine insurance like hre 
insurance contnct is a contract of indemnity and as 
such the insured can in no case recover more than 
the loss sustained But in a case of total loss no 
amount more thm the insured value or insurable 
value 18 recoverable If fhe property ts undennsuted 
then the tnsured can recover upto the amount of insw 
ranee As such if the goods worth Rs 1 000 have 
been insured for Rs 800 the insured can recover 
only Rs, 800 and not more m case of total los« 

'Where half of the goods are destroyed — In that 
case the amount which can be recovered would be 
only R** 400 * e half of the value for which the goods 
have been insured as in this case the value insured 
for mil be taken as the basis for settlement of the lalue 
of loss 

Q 97 Explain Particular AvArage as used in 
marine insurance and draw up a statement of parh 
cular average from the foUowmg particulars — 

Value of goods if arrived in a sound 

condition Rs 3 OOO 

Value of goods m a damaged condition „ 2 OOO 
Insured value 3,300 

Survey Expenses 40 

10 
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Particular Average — 

When a ship or the cargo is damaged or the 
freight IS partially lost through any peril insured 
against such damage or loss is a Particular Average 
on the ship cargo or the freight as the case may be 
This damage or loss must not be occasioned for the 
benefits of all the parties and should be contained 
through accident storm fire, collision etc For fur* 
thei explanation see Q 95 


Sfatement of Particular Average 



Rs 

a 

p 

Rs 

a 

P 

Insured lalue of the goods 

3 300 

0 

0 




Value of the goods »{ arrived 
in sound c nd tion 

Va ue of the goods id their 

3 000 

0 

0 




damage cond t on 

2 000 

0 

0 




Damage 

1 1 000 

0 

0 




Therefore damage on Rs 3 300 

1 






the insured value 











' 1 100 

0 

0 

Add — 

1 



40 

0 

0 

Clam 




1 140 

0 

0 


Q 98 What do you understand by the doctrine 
of subrogation ^ In a marine insurance policy goods 
are insured ‘Lost and not lost’ How do you reconale 
the effect of these words with the rule that the assured 
must have insurable interest in the goods before the 
Joss occurs ^940 R B J 

Doctrine of subrogation — “ 

SeeQ No 90 

Lost or not lost clause — Sornetimes insurant is 
effected on the ship and goods at the time when *hey 
are on sea and none of the parties know whether the 
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ship IS safe or lost This clause provides that the 
insurer would indemnify the insured in the event of 
the property being lost, though it might be discovered 
that the loss had occurred before the insurance was 
effected provided the insured was not aware of the 
loss when he effected the insurance On the other 
hand if the insurer knows at the time of insurance 
that the ship or the subject matter has safely arrived, 
he will have to return the premium to the insured as 
there was no risk to undertake 

This clause can be reconciled with the rule that 
the insured must have an insurable interest m the 
subject matter when the loss takes place m the fol- 
lowing manner 

Under this clause the insurance is effected on the 
understanding that neither the insured nor the insurer 
IS aware whether the goods are safe or are lost that 
means that it is understood that the goods are safe 
and the insured has insurable interest m the subject 
matter of insurance 

Q 99 What risks are usually covered by a policy 
of marine insurance (1938 R. B ) 

Ans When goods are sent through s^^a, they are 
exposed to many risks For certain risks the ship 
owners are responsible and as such they are required 
to provide a sea worthy ship Where the responsi 
bility of a ship owner ends that of the insurer begins 
In every B/L or charter parly, there is found a long 
list of sea perils for which the shipowner is not res- 
ponsible These are called "Excepted Penis ‘ It is 
for these ‘excepted perils’ that the insurance com- 
panies are responsible Some of the risks covered 
by a marine policy are foundering, stranding, loss by 
collision with another vessel, damage by sea water, 
storms etc 

A Lloyds policy besides the ordinary penis of sea, 
also covers loss by fire, pirates and thieves, arrests, 
restraints by kings 
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Jettison t e throwing the cargo overboard to 
lighten the ship and Barratry j e every wrongful 
act wilfully committed by the master or crew to the 
prejudice of the owners of ship or cargo are also 
included in a marine policy 

A marine policy also covers risks relating to par 
ticular and General Averages A general average 
loss IS occasioned wilfully for the safety of common 
adventtire But a particular average is a partial loss 
caused by a peril insured against 

Iri n policy a memorandum clause lo 

generally inserted which saves the insurer from a 
crop of small claims This clause signihes that (1) on 
certain perishable e g corn, fish salt flour etc the 
insurers are not liable for partial losses at all (2) In 
case of less perishable commodities the insurers are 
not liable for partial lo*s unless the damage caused 
least 5 of the value of the damaged goods 
on other losses the insurer is not liable below 3/o 
Q 100 Explain the followings — F O A , causa 
prox na C I P , Lost or not lost clause, whole life policy 
and endowment policy F P A , salvage, constructive 
total loss Alemorandum clause Particular Average, Gene 
ral Average Jettison, Charter Party, Bottomry P P I 

F G A — It IS an abbrev ation of Foreign Gene 
ral Average 

The General Average s a*ements are prepared m 
accordance with the law of the port of destination 
or the law of intermediate port where the voyage is 
broken If this clause is insetted it implies that the 
insures and insured both agree that in the event of 
general average claim the average statement made 
in a foreign country according to the law of that 
country shall be taken as the basis of settlement 

Causa Proxima — -According to this clause, the 
law or proximate cause is applied in determining the 
liability of insurers It mesuis that when there are 
more than one cause for the loss or damage the pro 
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simate cause and not the remote cause is regarded as 
the peril to which it is due 

In order therefore to make the underwriters liable, 
the peril insured against must be the proximate cause 
of the loss and it must not be due to the fault or 
misconduct of the insured If the loss is the result 
of two causes, it is necessary that the nearer cause 
must be the peril insured against, in order to make 
the underwriters responsible 

Suppose a shipment of mangoes is insured against 
loss through agrounding of the vessel The vessel is 
-agrounded and the mangoes are reloaded into an- 
other vessel, for which much handling becomes 
necessary and as a result the mangoes are mate- 
rially damaged Now handling and reloading which 
are the proximate cause of the damage are not the 
perils insured against, hence the underwriters are 
not liable to pay for the damage though this handl- 
ing and reloading would not have been necessary 
but for the agrounding a peril insured against which 
■was the distant cause of the loss. 

C 1 F. I— 

This means that the price that quoted includes the 
cost insurance and freight and these charges viz. for 
insurance and freight will be paid by the seller 
Whole life Policy and Endowment policy i — 

In a whole life policj , the insurance compaines 
undertakes to pay the amount of the policy on the 
death of the assured only Premium in such cases 
are generally payable until death occurs But if the 
premium is paid m one instalment, it is termed, 
as 'Single premium policy’ while if premiums are paid 
for number of years, it will termed as 'whole life with 
limited payments policy’, 
vEndowment Policy : — 

Under this policy, the amount of the policy is to 
be paid at the end of a specihed period or on death 
if death takes place earlier. 
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This policy contains both the elements of protec- 
tion and provision for old age and thus the premium 
IS higher than that of whole life policy 

Then an endowment policy may be (1) Single 
endowment Policy — Where only the sum assured 
shall be paid 

(2) Double endowment policy — Where double the 
amount assured shall be paid provided the assured 
attains the specified age 
r P A Free oj Parttctdar Average — 

By this clause the nnderwiiters are exempted from 
all liabilities in respect of a partial loss unless a loss- 
has occurred by a general average sacrifice 
Salvage — 

Under maritime law a reward is pay able to a 
not interested in the adventure who saves or helps 
in saving property at sea He is called a salver and 
the reward paid to him is called salvage Salvage is 
also used for the interest saved The salver can 
claim a reward only when his services are successful 
either wholly or partially 

The Salver can act on his own initiative even 
without the knowledge of the assured 

Constructive Total Loss — 

In a constructive Total Loss the sub)ect matter 
of insurance is not actually lost but (0 i® either 
reasonably abondened when its actual total loss is 
unavoidable (2) or is damaged to such an extent that 
if It IS repaired, the cost of repairing or recovering 
exceeds its value when recovered 

For example a vessel is stranded and the cost of 
repair and of getting her otf the rack into a port is- 
estimated to be Rs 26 000 While the value of the 
ship when repaired is estimated to be Rs 26 000 or 

less It would be a case of constructive Total loss But 
this value of the ship must be the insured value e g 
if the value m the above case for which it is insured 
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IS Rs 27,000, then it wJI not be case of constructive 
Total Loss 

This can be made very clear by the following 
example — 

If a rupee has fallen into a river and the cost of 
taking it out amounts to Re I/- or mote it will be a 
case of T otal Loss because what is the use of labouring 
when the cost of the thing taken out is the same as 
the expenditure in taking out. Similar losses in 
marine insurance are termed as constructive Total 
Losses 

Jettison ~~ 

Phillips defines it as “the throwing of over board 
a part of the cargo, or any article on board a ship or 
cutting down masts or other furniture for the purpose 
of lightening or reheving the ship m case of necessity 
or emergency 

In brief the action of throwing a part of the cargo 
overboard, to lighten it and thus to avert a danger is 
termed as jettisoning 

Here it must be remembered that if the cargo is 
thrown overboard for its ‘inherent vice* e g if 
the consignment of fruits is rotten, it will not be 
jettisoning 

Charter Party — 

When any contract is made for caiiiage or goods 
by sea. it is called a contract of Afiraightment 

If the whole ship is hired the contract is by a 
Charter Party while in case where only certain con- 
signment is to be sent, it is by means of B/L 

Bottomry — 

Before the introduction of modern facilities of com- 
munication, the master of the ship often raised a loan 
by pawning the ship and the cargo or the cargo only 
in favour of the tender The money borrowed by 
pawning the ship and cargo both is termed Bottomry 
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while where only cargo rs pawned, it is termed as 
Respondentia 

Under such loans the stipulation is that the amount 
advanced will be returned with interest after the 
arrival of the ship at her destination As the repay- 
able IS conditional on the arrival ol the ship and/or 
cargo the lender loses hjs money in the event of ship 
being lost Such loans ate now out of date due to 
facilities of remittance by Telegraphic Transfers 
P P 1 — 

Policy Proof of Interest — It is a term used for 
wager policj policies having no insurable interest 
Such a policy is of no legal effect but an insurer who 
has agreed to become a party to it would not gene- 
rally fail out of honour to meet his obligation under 
Jt provided the true nature of the transaction has 
been explained to him 

W P A - 

It 18 an abbrebiation for ‘With Particular Average 
It means (hat the insurer ts liable for partial loss 
as well 



CHAFER VIII 
OFFICE ROUTINE 
(Filing, Copying and Atuftipfyingt 

Q 101 Sketch in Broad outline how would you orga 
nise the filing arrangement of both Inward and outward 
oorrespondance in a large business house (1937,41 UP) 

Ans The various methods of filing viz Pigeon 
hole method box files and flat files are \ery old 
and less efficient and thus not suitable for a large 
business The best system of filing for a large house 
would be the vertical filing system This system 
removes the defect of old irksome systems 

Cabinet and the Folder — C/ndei vertical system 
of filing a cabinet with a required number of drawers 
IS needed The number of drawers depends upon 
the size of the correspondance The drawers are 
80 deep that the correspondance may be kept in an 
upright position The basis of the system is the 
Folder which is made of asbeet of Manila Paper One 
edge of the folder is little higher than the other 
One customer is allotted a folder and on the project 
mg edge of the folder the name of the corre«pondent 
or number is written All the letters to and from the 
correspondent are filed in the folder m chronological 
or other suitable order These folders are Arranged 
vertically in the drawers In order to divide the 
drawer into convenient sections Guide cards are 
inserted at the appropriate points 

Arrrangernent of the folders 

The folders may be arranged either alphabetically 
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numerically or geographically 

m ^the^ woM to the first letter 

n the words Then under each letter there 
may be further division into vowels’ t e the 
^he fi^st V* its initial and under 

classificatiori is more suitable for private 
s« where not more than say. five or 

SIX hundered correspondents are involved 

“"“"Semen, es 
■“ S»en a d.s 

met nurnber and filed in rotation A card 

wte folderf because 

we haveloT Vc a numerical basis 

ponden^ k ( of tbe corres- 

SSmber ean °k* bis folder This 

index \ out by means of a card 

Lrra^^^'^j'®"*'**®,®/ ® number of cards 
tomer* is *"lf alphebeticaJly One cus- 

addr/ss on which his name, 

hlf#. 1 ”^'nber and certain other informations 
ftt J appear With the help of 

_ ^ folder of a customer in the cabi 

net can be traced and papers can be filed 
a ‘cally— This arrangement is suitable for 

r businessall over the world 
provinroa"* folders are arranged according to 
subdiv,^ j oounlries or continents and may be 

subdivided according to towns 

IS orderly^ system of vertical filing 

can be remlif ‘ f®“®^ ® 

Reference- t« rr. j without disturbing the remainder 
projectms ed^e^lf •» cards and the 

CODY svsfem wkL^"® 1“®^. Compared with press- 
books and inwaSe,“''°fiSl''“",'r' •’"‘’"s'' “Jjy 
barassmg .«.o,. anrioshf rmm„':nLt ''Ij 
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saving of time and effort Each folder separates its 
contents from all other papers and as many as 250 
folders can be stored m a single drawer of the stan 
dard size 

Q 102 What system of filing and indexing of letters 
would you introduce in a business office accustomed to 
heavy correspondence Discuss it fully (1939 R B ) 

Ans As the business office handles a heavy 
correspondence vertical filing supplemented by card 
indexing would be the most suitable for introduction 

For description of the system see question No JOI 

Q 103 You are in cuarge of the correspondence 
department of a big business house run on modern 
lines Your office handles severval hundered letters 
per day Show briefly how would you run your de- 
partment ( 1935 U P 1940 U P ) 

Ans As the correspondence department handles 
several hundred letters pet day vertical system of 
filing supplemented by Card Indexing would be most 
suitable The folders would be arranged m rtumeri- 
cal order and whenever any folder is needed re 
ference will be obtained from Card Index 

See answer to queslior No 101 

Q 104'^ Describe briefly the distinctive features of the 
Horizontal and Vertical filing systems Under what 
circumstances you would prefer one to the other 

(1940 U P) 

Ans. Horizontal filing its chief features — 

( Within horizontal file the letters are placed 
in a horizontal or flat position one upon the other 
Such a file may take the form of a bound book hang 
ing on the wall or standing on end on a shelf or msiy 
be in the shape of a drawer containing a number 
of files 

'■«! Fastening— the files contain hollow tubes in 
which letters are inserted by means of punched holes 
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.Tti "■= 

tance wbL. f'f" Pa'aona, fo, ,„s- 

mto the file abov^ "'L‘' ''l" ''^' ■>'= fastened 

cular letter (k) sheet bearing this parti- 

.'sern,.l"":;r!r“-y'>“ ‘l-P H; baan„e. Ml, 

h.ndin- casel -K undj^sturbed to transfer or 

the file” 'vhich have the same capacity as 

^^rficalfiU—its/eatures 

drawerf!*’*"®^ t"**® * drawer# i-the 

>n an uor/t>f° ^**^ *^** *^* letters may be placed 
letters ^re^!,la°*!5'®k ®® opPosed to flat file where 

locKingdevifi sofhiV^ik"®"'® ^ 

and undisturbed ^*P* ®«"** 

Daoirw^rKtu ** manila 

one X„ «<l5e projecting above the front 

or ’* "’V**®” number or name 

hoiK-.^ t according to the requirements of a business 
ill th. 1 , ‘^u^tomer IS allotted a folder in which 
are f®®®"'®*^ ®"*1 ol those sent out 

are al«r."o'^ Between these folders, there 

letters projectors upon which 

ca;d7f.tb?le“e^£/„; Tbe.a 

ad » er;sr‘,:i,L:r; 

are^arralo^^**^*'*^*' system — under this method folders 
are arranged according to dictionary order 

ih) Numencat arrangement-under this system, 
-each customer is given a number and the folders are 
arranged in rotation Guide cards are placed at the 
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equal intervals as 1 0 20 30, 40 and so on to make 
referencing easy This arrangement is supplemented 
by card indexing, through which the number of the 
customer can be found out and files can be traced 
(ut) Geographical arrangement — under it the folders 
are arranged on the basis of provinces and towns 
(iv) Subject wise arrangement — this method is gene 
rally adopted when subject is of primary importance 
All the letters documents and other papers relating 
to a particular subject are put in the same file bearing 
the name of the subject 

4 Absent Guides — When any folder is removed 
a card termed as Absent Guide is placed m its place 
This card contains in a tabular form the particulars 
of the correspondence such as the name of the trans 
ferree date etc When the folder is returned it is 
substituted for this Absent guide 

5 Transfer cases— When a folder is full, its con 
tents are removed to transfer cases whch are labelled 
Thus the letters can be re erved fo’ a long time for 
future reference 

Circumstances prefeiing the one to the othen— 

Flat file IS cheap and can be used with advpntnge 
in a small office as it requires small space and its 
capacity is limited But in a large office which 
handles thousands of letters flat file would not be 
suitable and vertical filing would be preferable 
Besides under Horizontal filing the contents are held 
in one place by a fastening this provides an advan 
tage where the orders of papers is not to change If 
the fastening of the papers at one place is needed 
horizontal file would be preferred as in vertical 
filing there is no fastening device 

Q 105 Describe two different methods of filing 
correspondence and state the nature of the correspon- 
dence for which you consider each method particular 
ly suitable (1934 R B 1937 R B ) 
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Ans Refer to the answer to question No 104 

n ages over other kinds of indexes (1939 UP) 
Ans Form of Card Index — 

to cwS '"“"bIi to hold the Cards end a rod 
thrreS ,ha„ “f’' Cards passes 

m)t>5.me Cards-These Cards are S-Xd'msize A 

hi tie 1 ““ f' ^'<*8“ Wio ete are written, 

betrelur"" “ 

SiD^ri Cf'ds-These are cards made ol stiff 
fhniihXi '’»“"»■>» tkat bear the letter of 

iirie a The "lame cards with the 

S5ds ar) . ' '“P'ative guide 

cards are also arranged m the dictionary order 

Uses of Card index — 

“®® which It serves in connection with 
pirpSe? following 

®Lede!^'''('*^‘'® ''".■”J<“,to the account m the 
Ledger folio on the Card 

purpose of an index of custo- 
«e^t address, buyer's name, 

etc erras travellers who cal], orders given 

so^Yt com^ qutoations given, 

notice wh^^f made at a moment’s 

, , , fresh quotations are being prepared 

fiOK? ou index to employees giving 
fcll details such as name, address, age. d?Sof 
appointment salary or wages etc, or 
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(r) It may also serve as an index of stocks and stores 
showing all additions^nd removals This index 
can be so arranged that no stock bcioks are 
required 

(it) It may b^ used in connection with ‘follow-up- 
system’ A note of an enquiry received from 
the particular correspndent may be made upon 
his card and in case an order is not received as 
a result of the quotation supplied, further letters 
may be addressed with this end in view 
(«u) It may record the details m respect of hire- 
purchase system 

(tnit) A record of the financial position of a correspon- 
dent may also be maintained on his card 
(ttr) Cards may also be used m connection With the 
reference to library books price lists etc> 

Advantages- Card index — 

(«) Card index is adaptable to the needs of a busi- 
ness house It can be expanded or cotitracted 
as desired Thus there is sufficient elasticity m 
card index 

(«) New cards can be easily inserted at theit proper 
places without disturbing the alphabetical order 
(t«) ‘Dead Cards' or the cards out of use can be 
easily removed to an ‘out of date’ drawer and 
only ‘live cards' need be handled 
(*y) It IS economical as the re-wnting of a new 
index book from time to time is dispensed with 
(t>) It is very convenient to handle and makes refe- 
rencing easy. 

(vt) This IS great economy of time and labour be- 
cause one card serves many purposes 
(ill) Under Book Index System blank spaces are to 
be left for new entries but under this system no 
blank cards are to be handled 
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taffM Explain card indexing and gire its adyan- 

(1935 U P) 

Ans Please refer to question No 106 


An. There are three ch.efdupl, calm,! appl.ance. 


f2) n'°’l •^“Phnatot or gelatine proce-s 

m Tv *’“* Rotaty and Flat 

{V 1 ype setting Duplicator 

Composition Duplicator 

waa^the «pying devices to Be introduced 

It consisPs iVl composition duplicator 

hectoc aoh ml ^TU S«Jftme and a bottle of 

on a gTaz?d be copied is written 

liquefied hvn^f^ hectograph ink Gelatine is 

pSn of bofliSg wftir'" tK ‘V" “ 

poured m k/ ‘ j t gelatine is 

Thematter^i^k ^ |o on even surface 

on th? ffelat,n^ downward 

?5ler Rv li 1 pressed by means of a 

roller By lapplying the pressure the ink would be 
8««etine Then sheets ofpaper are 

p1,ore"(1° “■‘"■•ft the "d of 

KS ( P?P"S can bo obtained on these 

fetaloTb” 

obtUd'!!;! "inned nomberofoop.es have been 

the negative wnf "«Donv“" j" washing 

Tk k "" ^ sponge and warm water 

srSf'” 

a bSsitliro-ii— - feLt “ 

2 Stencil Method — 

mefc "dissent", oTth^s" d“"rcaK^ 



OrFlCE ROUTINE 


161 


the stencil A stencil is a waxed or composition 
sheet upon which is typed or traced the matter to be 
duplicated 

IJ the stencil is to be made by a type ■writer the 
ribbon is removed and the type faces thoroughly 
cleaned so that they will cut cleanly through the 
wax 

While if the stencil is to be made by hand a pen 
known as stylus is needed The wax sheet is spread 
over a hard surface and the matter is written by the 
steel pen viz stylus The stylus cuts through and 
expels the wax so that when the ink is applied to the 
surface it passes through the peiforations made by 
the pen ana reproduces an exact copy of the original 
matter 

The stencil Duplicator may be either of the fiat 
or ro ary type 

Flat Duplicator 

The stencil having been cut either with hand or 
on the type writer is then stretched on the hinged 
framed coveted with a projecting silk sheet This 
frame can be pressed down on to the printing bed on 
which the paper is placed and when it is released a 
spring lifts it into its position In the right hand 
compartment of the flat machine there is a slate and 
a tube of ink When the document is ready for 
printing a little of the ink is pressed out on the slate 
and rolled about until it is evenly distributed over 
the whole surface Then a sheet of paper is placed 
on the printing bed the stencil frame is pressed 
down on to it and the ink roller is rolled quickly but 
steadily from bottom to top The ink is thus pressed 
through the stencil and forms a copy on the sheet 
inserted Then the stencil holder is released and 
springs back into its position This process is 
repeated as many times as are necessary to obtain 
the required number of comes 
11 
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The whole operation is quite simple but rather 
slow and copies from SCO to 1000 can be obtained by 
this piocess 

Rotary Duplicator — 

This method is an ad\ ance on the Flat Duplicator 
There are several makes of the Rotary Duplicator 
but most important among them are the Gestetner, 
Roneo and Ellams 

All the above machines work on the same prin- 
ciple The stencil is prepared m the way as des- 
cribed above This stencil is stretched oit a round 
drum from outside and the ink is fed automatically 
from inside by means of an inlmg toller By turning 
the handle at the side, the cylinder makes two or 
three revolutions and the paper is picked up and 
brought between printing roller and the cylinder As 
the cylinder rotates it carries the paper with it and 
at the same time imprints the copy upon it After 
passing through the machine, the printed paper 
drops into a receiving tray and »h© machine picks up 
another sheet to repeat the process Th* 
modern machines are fitted with cyclometer which 
records the number of copies taken out 

This machine can also be worked by electricity 
and if the stencil is hard wearing about lOOOO copies 
can be obtained at a speed of one hundred copies a 
minute 

T^e setting duplicator — 

Though stencil has the advantage of being cheap 
and easy to manage, yet its use is limited to cases 
where only a few thousand copies are ^quired 
and the appearance of the copies is not the chief 
consideration as the copies made by stencil do not 
exactly look like letters produced on the type writer 
This difficulty IS removed by a type setting duplicator 
by which most of the work done by a printer can be 
eliminated 
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Under type setting duplicator the matter is com- 
posed by metal types in a grooved case known as a 
‘Form' This Form’ is set m a flexible cylinder m 
the machine 

The type setting machine can be operated electri 
cally when a speed of 6000 copies an hour can be 
obtained or by band when the speed is reduced to 
3000 copies an hour As the cylinder revolves which 
maintains correct pressure The ink may be fed 
either from a roller direct on to the type face or from 
a wide ribbon similar Ip a type writer ribbon placed 
between the type face and the paper If the ribbon 
IS used for inking, copies obtained are of the 
apperance of an actually type written letter 

The great advantage of this method is that letters 
to the extent of 40 000 and 50 000, each having the 
appearance of a personal communication can be 
ootained This machine can also print diagrams and 
illustrations by the use of blocks* and ‘electros 

A particular advantage of the latest model Multi- 
graph machine is that it will not only duplicate letters 
and insert therein at the same time the name and 
address of the addressee the date salutation and 
signature, but also address the envelopes in one ope- 
ration — and this at a speed of 1000 copies pet hour 
Thus the apparatus is in effect a combined duplica- 
ting and addressing machine 

Q 109 Give a brief description of any modern 
apparatus used for duplicating letters etc (.1938 R B ) 

Ans Description of any method given in question 
No. 108, may be given 

Q 110 Describe the working of Rotary Duplicator 
and give its advantages and disadvantages (1938 U P ) 

Ans Working Rotary Duphcatcr s — 

Refer to the answer to qaestion No 108 



164 


BUSINESS METHODS 


Adrantages of Rotary Duplicator * — 

(1) As compared to a type setting duplicator, a 
rotary duplicator is less expensive and thus can be 
installed in an average btistness house At the same 
time the work obtained on a Rotary Duplicator is 
quicker as compared to type selling duplicator where 
much more time is needed in composing the matter 
and then redistributing the types in their proper 
places 

(2) Besides, it possesses all other advantages ol 
making copic by means of machines installed in the 
bussiness office These advantages may be sum- 
marized as follows:— 

(») All the inconveniences of dealing with the press 
are avoided 

(») It ensures quick and speedy action as the work 
can be done at any time 

(»!*) Secrecy is maintained as no outsider can know 
the matter before it is despatched 

Disadraatages — 

(1) The greatest disadvantage is the limited 
number of copies and thus unsuitable for an office 
where much larger number of copies ate required. 

(23 It does not give the same appearance of a 
type-written letter and the matter may lose much of 
Its personal tinge and thus may not be given the pro- 
per attention 

(3) The initial cost is very high, and thus not 
suitable for offices where the amount of work is not 
considerable 

Q til. Describe briefly the working of a Rotary 
multiplier What advantages does this method possess 
over other kinds of duplicator (1937 R. B.) 

Ans Working of Rotary Multiplier — 

Refer to the answer to question No 108. 

Advantages — Refer.to the answer to question 1 10. 
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Q 112 Describe two modern ways of obtainins 
multiple copies of correspondence and explain the 
circumstances under which each is suitable (1940 UP) 

Ans Two methods of obtaining multiple copies 

(1) Rctary multiplier 

(2) Type setting Duplicator 

For description of these two methods please refer 
to the answer to question No 108 

Circumstances under which each is suitable — 

Stencil method based on Rotary multiplier is pre 
ferable over composition duplicators because m the 
latter the result is not generally satisfactory and often 
appearance is clumsy Rotary duplicator must be 
purchased in offices which can a^ord its cost But 
for a good number of offices due to heavy cost type 
setting duplicator as it works very favourably with 
the work of a printer is preferable in busmens which 
have to pay a very heavy bill of the printer In it 
each copy has the appearance of having been specially 
typed and thus is preferable in those matters where 
appearance of the letter is mam consideration as it 
gives a personal tone to the letter Besides this 
method is also preferable where copies of diagrams 
and illustrations are to be obtained 

Q 113 Mention two methods of multiplying Com 
mercial letters, giving special advantages of each 

(1940 R B) 

Ans Rotary multiplier and type-setting dupli 
cators can be mentioned For their description please 
refer to queston No 108 

Special Advantages of Rotary Multiplier — 

(0 It IS cheap and easy to manage 
(«“) About 1000 copies can be obtained from one 
stencil and thus it is suitable for an average 
office. 
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(•ll) As compared to composition duplicatoi it also 
economises time as copies can be Samed at ' n 
aveiasa speed of 50 o, 60 copies per m ”„„te “ 
Advantazes of type^ettine duplicator - 

60 “ ““■”<>“* end about 50,000 or 

“oOO or B'nS wtlb a speed of 

for .b ^ a P" end thus suitable 

c1stYs°tl“t jfitpo-rlr'’'" “f 

.TcotpLes zi 

bem^specia* ly t“p‘'ed“’’' 

cbtamed'bvT""'“",‘’L'!'“1''“''PP* “1»° to 

obtained by the use of blocts and electios 

of^diml!^^!* tPochtne is a combined apparatus 
"ill not onlv® “'*'''<1“’"® tnacbine ^ As it 
the envelooL ,‘'“P''"*' tut also address 

envelopes in one operation 

lOO^ouiM io’*t ' "'"‘P to» you Witt proceed to mate 
.^‘’ma’cime*”''-'"- 

Ans Please refer to the answer to Q No 108 
Tou^idVnt V,^**** method of multiplying copies will 
fiu)800 ?ooT.,°“ (■OlZO'PPtes 

^ * Briefly explain the tnethods 
A Mr ^ 

may be adoptS -Se“?:^=,i™X'io8°“ 

placed by^ecenf °id®* re- 

Faso, no duphcalor bl^ol^e'uded' 

supplied on duplicating composition is 

mounted on . non tearn^^ 
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to be copied are written with Facisiio 
matter to be reproducea is transferred to the dupli- 
cating substance as in the old process The carriage 
of thf duplicator is moved backward and foreward 
by which blank sheets of paper are automatically 
placed on the duplicating surface, pressed and 

(tu; For 800 copies stencil method may be adop- 
ted . see question No 108 

O 116. What IS the difference between a Code 
TelXram and Cypher Telegram and 
portant codes* 

Am A foreign telegram may be written either 
m plain language or in Code language or cypher 

Code Language 

Aa very high rates are charged for words trans- 
nutted through Cables, Codes are devised to effect 
Sonomy The codes are composed of real words or 
mere groups of letters which ate ptonounceahle and 

sf ±riTuhi‘ "cTdt ieSiy 

tmds”;®' mis; d* v'edin tTe p’r^erpal Euto^LJ 

Seuages-Enghsh, French. German Portuguese, 
Snimsh Italian, Dutch and Latin Each wold con- 
Srn of not more than 10 chaiactets and is preceded 
by consecutive numbeis. 

Suppose we want to sent the following message to 
England — 

"The business is not worth the expense, ea’ra ex- 
pense of the night wo* to he paid by the person 
ordering the same , - , , c J , 

D-r—tovto A B Ccode 5tb edition we hnd two 
woids' iiz "ELEGENDI ELTHEE ( with numbets 
17455 and 17559 lespccnvely) 
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Now the Coded telegram wdl contain these twa 
words for the whole body of the telegram This 
telegram by the help of ABC code will be decoded 
•nto an ordinary language 


Cypher Telegram — 


A cypher telegram is one which consists of groups 
of figures or of letters having a secret meaning or 
not fulfilling conditions applicable to plain language 
or code Such telegrams are used where perfect 
secrecy is desired as messages sent in code languages 
are easily decipherable with the help of a code but 
when they are sent in cjpher it is practically im 
possible for any one, not m possession of the key 
word to read the message A cypher message must 
be wholly in figures or wholly m letters 

The above message can he translated into a cypher 
message with the help of the following key word — 


BANKRUPTCY 
123 456 7890 


The message in code language as given above 
would be 


Elegendi 

17455 


Elthee 

17459 


For each of the figures in these groups will be 
sub tituted a letter from the key word — ■ 

BPKRR BPKRC 


These two words will now be telegraphed to the 
correspondent On receipt of the telegrani the 
correspondent will reverse the process First he will 
subsitute the figures for these letters by the help of 
the key word and through the numbers obtained will 
read the message with the help of the code 


Q 117 What IS the difference befween a Coded tele 
gram and a Cipher telegram Illustrate your answer by 
means of examples (1938 U P > 


Ans Please refer to the answer to Q No 1 16 
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Q 118 Why were P.O Savings Banks introduced in 
India ? Owe the main regulations governing deposits m 
the P. O Saving Bank. (1941 U P.) 

How can Post Oifice Savings Bank a/c be opened and 
operated (1935 U P) 

Ans Causes which led to the opening of Post 
Office Savings Bank m India * — 

Indian people being most illiterate it is not possible 
for them to understand the rules and practides of 
various banks Besides modern banks donot provide 
facilities for the deposit of a small amount of money, 
which comprise the savings of a majority of the 
people in India Thus banks were not able to meet 
the needs of poor persons and also of persons of 
modest means Thus before the establishment of 
Post Office Savings Bank, the money which could 
have been saved otherwise and might have been used 
productively was wasted being used in unnecessary 
things This led to the opening of the Post (Dffioe 
Savings Banks in which small savings of Indian people 
can be deposited Thus post office savings banks 
were opened with a view to provide a ready means 
for the deposit of savings and so to encourage thrift 
Savings Banks are not to be used for the purpose of 
keeping a current account and the Deputy Accountant 
General Post and Telegraph is empowered to close 
accounts, if he has reason to believe that the accounts 
are being used for the purpose for which the Savings 
Banks are not intended 
Regulations governing the deposits ; — 

Any person can open account in a Post Office 
Savings Bank but no person shall have more than one 
account open in his own name A person can open 
account on his own behalf (b) on behalf of any 
minor relative (c) on behalf of any ward for 
whom he is the guardian (d) on behalf of a lunatic 
of whom he is the legally appointed guardian Minors 
and women, whether married or single can also 
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open accounts m thetr own names Money cannot be 
deposited m the name of two or more persons lointly, 
known opened in the name ofa 

Amount — 

(1) No account shall be opened with a deposit 
ot less than two rupees 

(2) No subsequent deposit shall be less than one 
Tupee Thus the smallest sum that can be deposited 
or withdrawn at any one time is Re I/. aSd not 
annas four (Post and Telegraph Guide September 

(3) No deposit whether initial or subsequent shall 
include a fraction of a rupee 

total amount at call which may be deposi- 
m year-from the 1st April to the 

withcwl.«^ j”® ‘deducting the amounts 

s i ^“W,*i‘«y«ar may net exceed Rs 750 

ofrrwinl^rriV^® which has the effect 

exclusive of interest 
Rs 750 ,n iil® r?" to a figure more than 

or e depositor adnlt 

I'Th- tune exclusive of interest 

tor the current year is Rs 5000 
How to open an account 

*n J^®**°*' wishing to open account should apply 
office having a Savings Bank 
j Ji . intending depositor has to sign a 

^ read and accepted the post 

r"®" l?"K and that he has no other 

nffir If °wn name at any post 

J\‘H^®P°®'tor«xIl,ierate he has to affix his 
ted by a wit^ls *^'"=**‘*«tion which must be attes- 

Women may open accounts in their own names 
through their agents or if they are married through 
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th«it Husband ot agent The agent or husband wjll 
be required to produce a letter of authority m the 
prescribed form and to sign the declaration that the 
depositor understands and accepts the rules 

When the declaration is presented duly signed 
with the amount of the first deposit, the amount will 
be entered in the Pass Book, which will be 
supplied to the depositor The depositor will be 
required to sign a receipt for it. If the account is 
opened at branch post office, the pass book for the 
deposit will have to be obtained from the head office 
A preliminary receipt for the amount of the first 
deposit will therefore, be given to the depositor 
When the pass hook u received form the head office, 
it will be handed over to the depositor in eschange 
of the pielvminaty receipt 
Withdrawata t— 

A depositor may withdraw money from his 
account cniy once a By tha farm ' Vcek ' is 

meant the period from Monday to Saturday, both 
days inclusive A depositor may therefore withdraw 
hioney from his account on Saturday and again on 
the foil owing Monday 

When the amount is to be withdrawn, the depositor 
must pr<uv>ntiii8 passbook either himself or through 
his agent together with a withdrawals form duly filled 
and signed by him If the money is Withdrawn 
through an agent or messenger his name and signa 
Jiure should be entered in the withdrawal form by the 
depositor 

A Pardanashin lady can withdraw money through 
his authorized agent who must state that the depositor 
IS alive and sane at the time of withdrawal The 
.application for withdrawal from a minors account 
k lust beat a certificate from the guardian that the 
'amount sought to be withdrawn is required for the 
use of the minor An illiterate person must go per 
sonally to the post office and affix his mark on the 
iwithdrawal form which must be attested bv a 
(witness ^ 
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If the withdrawal form is corretly filled i"' amount 
will be paid and entry will be made b^ 
master who will also put down his initials 

Then no sum below Re I/- (one) or an/ fraction 
thereof can be Withdrawn- 
Transfer of Accounts s — 

A depositor may have his account transfP’^®^* 
of charge to any post office having a SaviP^f, Bank 
department provided that the account have 

been in existence for at least three months from the 
date on which it was opened or reopened oi’ fransrer 
He should send his pass book with a writtei’ applica- 
tion for transfer 


Closing an Account 

When a depositor wishes to close his 
must pre ent his pass book with a form of 
for withdrawal of the amount shown at his credit in 
the pass book The amount of interest du® 


leding 


ilie bati" o'! presentation w^Sie enteieb in ’^'jV 
book and the final balance struck The “ ec^ni 
thereafter be paid to the depositor and h booJtf^ 
taken on the warrant of payment The p® 
will then be retained m the post office 
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